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INTRODUCTION: 


CREATING JOBS, BUILDING A BETTER 
TOMORROW 


| am honoured to present our Government's first Budget. 


It is a Budget for the people of Ontario. It is a Budget that reflects 
what we have heard from the people of Ontario. 


It is about hope and opportunity. 


The people of Ontario want to know that tomorrow will be better than 
today — for themselves, and for their children. The people of 
Ontario want jobs. They want action to get more people working, 
stimulate investment, provide them with greater opportunity and 
reward them for their initiative. 


This Budget is yet another step in carrying out the commitments of 
the Common Sense Revolution. It is based on discussions with 
people from all parts of Ontario and all walks of life. 


The Budget | am presenting today: 


@¢ Leaves more money in the hands of hard-working 
Ontarians who have endured 65 tax increases in the 
past decade; 


¢ Invests in programs that are a priority for Ontarians 
such as health care, classroom education and 
community safety; 


Reduces the cost and size of government; 
Spends taxpayers’ dollars more wisely; and 


Builds a better future for ourselves and future 
generations. 


Cutting taxes is a key part of our plan to achieve these goals. 


The people 
of Ontario 
want to know 
that 
tomorrow 
will be better 
than today — 
for 
themselves, 
and for their 
children. 
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The best job 
creation 
program Is a 
tax cut for 
every 
Ontario 
taxpayer 


High taxes 
are stifling 
businesses 
that will be 
the source of 
tomorrow’s 
jobs 


Tax cuts mean jobs for Ontario 


The tax cuts | am announcing today will prove a simple truth: the 
best job creation program is a tax cut for every Ontario taxpayer. 
These tax cuts will create jobs in four ways. 


@ First: They will put extra money in Ontarians’ pockets. 
Men and women across the province will be able to 
make purchases that they have been putting off for 
themselves and their families — and that creates 
jobs. 


¢ Second: Families who have been struggling to get by 
and going into debt will be able to pay off their debts 
sooner. That increases their net worth, increases 
their future purchasing power and increases the pool 
of savings available for new investment — and that 
will create jobs. 


@ Third: Lower taxes will provide more incentive for 
entrepreneurs to form small businesses, and for 
existing business owners to reinvest. That too will 
create jobs. 


@ Fourth: People with specialized skills will have an 
extra incentive to choose Ontario as a place to live 
and work — helping to build industries that can 
compete worldwide — and that creates jobs. 


Creating jobs and meeting Ontario’s priorities 


Today’s Budget sets a new direction for government in Ontario. It 
carries out the changes the people of Ontario asked us to make to 
deal with the problems we all face. 


We live in a province whose potential is unlimited. We have skilled 
and hard-working people, abundant resources, and innovative 
entrepreneurs. We have every reason to expect a future that is 
better than today — with better jobs, greater prosperity, a better life 
for ourselves, and real hope for our children. 


But we can’t get there with the size of government that has been built 
up over the years. Government is bigger and more costly than it 
needs to be. 


The cost of big government burdens the people of this province with 
high taxes and high deficits that hold down their standard of living. 
These high taxes are stifling the new and growing businesses that 
will be the source of tomorrow’s jobs. 
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As a province we face a choice. We can continue on the track that Unleashing 
governments have pursued for over a decade — with uncontrolled the job- 
spending, spiralling taxes, and ever-mounting deficits. Or we can 


take a new direction — a direction that unleashes the job-creating sk eating 
potential of our economy by lifting the heavy yoke of inefficient potential of 
government and high taxes. our economy 


Last June the people of Ontario — who did have other choices — 
indicated clearly that they want to take this new direction. They want 
their government to do what is needed to ensure a better future for 
themselves and their children. 


¢ They want to see the burden of public debt on the 
economy reduced. That means eliminating the deficit, 
and laying the groundwork to reduce debt. It also 
means cutting taxes and taking actions that will 
strengthen economic growth. 


¢ They want their government to balance the Budget 
and to spend their tax dollars wisely. 


¢ They want a more efficient government that focuses 
on the services that matter most: a health care 
system whose quality is unsurpassed, classrooms 
where our children receive an excellent education, 
and law enforcement that keeps our communities 
safe. 


¢ They want an environment where businesses can 
create jobs and opportunities here at home while 
competing for markets around the world. 


¢ And they want their government to create jobs by 
cutting taxes — leaving more dollars in taxpayers’ 
pockets, encouraging investment and initiative, and 
creating opportunities for Ontarians. 


This Budget will help secure the kind of future Ontarians want. In 
preparing it, | have had the help and advice of hundreds of Ontarians 
who wrote to me, who met with me at pre-Budget consultations, who 
appeared before the Standing Committee on Finance and Economic 
Affairs or who provided their counsel through their MPP. | have 
considered their advice carefully, and | thank them for their 
contributions. 


| also want to thank Ada Lee from Jesse Ketchum Public School in 
Toronto, who provided the artwork for the back cover of the Budget. 


In addition, | want to express my appreciation to the outstanding staff 
of the Ministry of Finance, led by Deputy Minister Michael Gourley, to 
my personal staff, and to my wife Vicki and daughter Natalie for their 
support and understanding. 
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A new direction 


Never in our province’s history has the need for action been so clear 
and so urgent. That is why our government has moved so quickly to 
fulfil so many of our commitments. 


My colleagues and | took office following governments that had been 
taxing and spending Ontario in the wrong direction. And the people 
of Ontario felt the costs all too dearly. 


@¢ When a province of skilled and hard-working men and 
women goes for six years with no net new jobs — 
that’s the wrong direction. 


@ When people who pay their bills each month see their 
government spending a million dollars an hour more 
than it takes in — that’s the wrong direction. 


@¢ When people who work hard to save for the future see 
that future imperilled, with their government’s debt 
tripling in 10 years — that’s the wrong direction. 


¢ And when people who have made sacrifices in their 
own lives to adapt to difficult times see their 
government reach deeper and deeper into their 
pockets — with 65 tax increases in the past 10 years 
— that too is the wrong direction. 


After years of seeing their leaders go in the wrong direction, the 
people of Ontario asked us to chart a new course. We are doing just 
that. 


Our Government is delivering on its promises. 


And it is building a better tomorrow for Ontarians. 


SPENDING YOUR TAX DOLLARS WISELY 


Since taking office, our Government has moved quickly to set a new 
direction with respect to the Province’s finances. 


Balancing the Budget 


We have made a commitment to balance the Budget in the fiscal year 


This year’s 2000-01. We are on track to do that. 
deficit is In June we faced a deficit of $11.2 billion for 1995-96. | said last 
$3 billion summer that, by acting quickly to start bringing spending under 
lower than control, we could reduce that figure. | am pleased to tell Ontarians 
when we today that we met our deficit target of $9.3 billion — and in fact 
C improved on it. Our deficit for the fiscal year just ended will be $9.1 
took office billion. 
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We set our targets and we met them. In my opinion, that’s what 
Ontarians should expect to hear on Budget day. Meeting our targets 
should be the norm. 


This year we expect to meet our deficit target again. Our deficit will 
fall to $8.2 billion. That’s a drop of $3 billion, or 27 per cent, since we 
took office. 


Our Government's deficit figures are based on cautious and prudent 
economic projections. They include a contingency reserve in case 
the economy performs below these projections. 


Restructuring government and changing the way services are 
delivered will require up-front investment. This Budget provides a 
Restructuring Fund of $900 million. This fund will allow for 
investments that support restructuring efforts and will cover the one- 
time costs associated with them. 


Our fiscal plan is based on realistic and credible financial reporting 
practices that were recommended to the Government by the Ontario 
Financial Review Commission. We have put an end to the former 
government's practice of keeping “two sets of books.” Their 
approach papered over the problem — our approach is to fix it. 


In keeping with our practice of open financial reporting, | am releasing 
with today’s Budget more than 150 pages of financial and economic 
information, so that all Ontarians can see the Province’s financial 
situation and outlook. 


Ontario Opportunities Fund 


Recently | met with students from Mattawa Public School in my riding. 
Two students from that school, Chelsea and Samantha Smith, who 
are six and five years old, gave me $21.97 from their savings. They 
asked me to use their money to pay the Province’s bills and help 
reduce the deficit. 


| am creating a special fund to accommodate their wishes. Eliminating 
It’s not fair to saddle our children with the high cost of paying interest the deficit 

on all the debt that has built up in the past. They deserve a better today means 
future than that. Eliminating the deficit today means more more 
opportunities for young people like Chelsea and Samantha tomorrow. opportunities 
Officially this fund will be known as the Ontario Opportunities Fund. for young 

But for me it will always be the Chelsea and Samantha Fund. To their people 

first contributions we will be adding more: tomorrow 


¢ Wewill add donations from any Ontarian who wishes 
to contribute. | believe from what people have told me 
that Chelsea and Samantha are not alone in their 
desire to help pay down the Province’s deficit. To give 
them an easy way to do so, we are working with the 
federal government to make it possible for Ontarians 
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who so wish to donate their income tax refund each 
year, simply by checking a box on their tax return. | 
am grateful to Mr. Ted Arnott, the member for 
Wellington, for proposing this idea. 


¢ Wewill also add the proceeds from any major asset 
or enterprise that the Province sells. 


¢ Wewill add each year any funds that remain once we 
have met our deficit target. We won’t rush out at 
year-end and spend the money — we will put it in this 
fund. 


@ Atthe end of each year we will use the balance in the 
Ontario Opportunities Fund to reduce the deficit and 
the debt of the Province. 


The Ontario Opportunities Fund will allow us to cut the deficit, reduce 
our foreign borrowing, and reduce the growth in interest costs. Once 
the Budget is balanced, it will allow us to begin paying off the debt. 
That day is less than five years away. 


Ontario Savings Bonds 
Two new To give as many people as possible an additional opportunity to 


Ontario invest in their province and build a better Ontario, the Government 
2 will offer Ontario Savings Bonds from June 1 to June 17. This year, 
Sa vings there will be two options to suit investors’ needs: a step-up bond, 
Bonds where the rates improve every year, and a variable-rate bond where 
options new, competitive rates are set every six months. Both bonds will be 
coming in eligible for RRSPs and are fully backed by the Province. 
June Buying Ontario Savings Bonds means that we can reduce our 


reliance on international lenders — at the same time ensuring that 
more of the government’s interest payments will go to Ontarians. 


Living within the government’s means 


The people of Ontario expect their government to live within its 
means. To eliminate the deficit, we are finding savings in every area 
of government activity. The government is making the same difficult 
decisions and adjustments that we have all had to make at home and 
at work in our everyday lives. 


These actions make it possible to invest in the priorities that 
Ontarians expect their government to deliver — a universal and 
comprehensive health care system, an excellent education for our 
children, and law enforcement to keep our communities safe. 


We have not yet finished the job. But look at what we have already 
accomplished: 
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We have passed legislation to reform MPPs’ 
compensation, get rid of hidden tax-free allowances, 
and abolish the gold-plated pension plan. The 
legislation cuts MPPs’ pay by a further five per cent. 
No consideration will be given to changing that level of 
compensation until the Budget is balanced. 


We are reforming our welfare system. The most 
recent data show the number of people depending on 
social assistance has fallen for nine consecutive 
months and was 129,700 lower in March than last 
June — a drop of 9.6 per cent. We have brought our 
welfare rates back into line with other provinces, and 
we have taken a hard line against fraud and abuse. 
Later this year, the Minister of Community and Social 
Services, the Honourable David Tsubouchi, will 
announce a work-for-welfare program designed to 
help people move off welfare and back into the 
workforce. 


We have protected income support for seniors and A new 

people with disabilities. Our Government will Ontario 
announce plans to move seniors and people with 

disabilities off welfare and on to an Ontario Guaranteed 
Guaranteed Support Plan that meets their needs, Support 
respects their dignity, and continues to protect their Program for 


benefits. seniors and 


Under the direction of the Chair of Management people with 
Board, the Honourable David Johnson, we have disabilities 
stopped spending taxpayers’ dollars on programs that 

did not make sense. We cancelled spending for the 

conversion of private-sector child care spaces into 

non-profit spaces — a program that cost taxpayers 

$52 million without creating a single new space for 

Ontario’s children. We cancelled the Jobs Ontario 

Community Action program, which had been criticized 

extensively by the Provincial Auditor. We terminated 

the Interim Waste Authority, which spent millions of 

dollars without establishing a single site for municipal 

waste disposal. 


We are tackling the cost of government administration. 
We have already identified almost $200 million in 
savings. That puts us about two-thirds of the way to 
our target of cutting administration costs by 33 per 
cent by the end of. 1997-98. 


We have found savings of $500 million in the way Finding 
Stal ssl and oar fe ihe That savings in 
puts us about half-way towards our target of reaucing f 
spending by 33 per cent by the end of 1997-98. eee Ca? 
government 
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@¢ Wehave found savings of over $80 million by 
requiring agencies, boards and commissions to 
operate more efficiently. These actions put us over 
one-third of the way towards our target of reducing 
spending by 28 per cent by the end of 1997-98. The 
Government Task Force on Agencies, Boards and 
Commissions, which is chaired by Mr. Bob Wood, the 
member for London South, is working to find 
additional savings in this area. 


@¢ We have already identified $700 million in savings in 
government grants, putting us half-way towards our 
target of reducing spending by 28 per cent by the end 
of 1997-98. 


@ Weare managing the government's financial assets 
better. Starting this year the Province’s borrowing 
agency, the Ontario Financing Authority, will take 
responsibility for borrowing, investing, cash 
management, and other financial activities of a 
number of ministries and Crown agencies that until 
now have carried out their own financial management. 
This action will mean less duplication, greater 
efficiency, and lower overall borrowing costs that will 
save taxpayers money. 


Changing the way government does business 


As Premier Harris has said, we are committed to finding the best way 
to deliver government services. Taxpayers’ dollars now fund many 
different activities that could be better run by the private sector or by 
public-private partnerships. We will be seeking ways to refocus the 
role of government, ensure our resources are put to their best use, 
and let the private sector play a larger role in the economy. 


Our own employees have a major stake in these changes. This was 
recognized in the recently signed agreements with OPSEU and 
AMAPCEO. Employees will be given an equal opportunity to bid on 
operations being divested by the Province. 


Privatization is one option for improving the way services are 
delivered. A special Cabinet Committee on Privatization, which the 
Premier has asked me to chair, will be established to oversee the 
privatization process. It will be supported by private- and public- 
sector advisors to ensure the best value for taxpayers is obtained. 
The Committee will ensure that the selection of privatization 
candidates is based on strict criteria that protect the public interest, 
and that the process is open, fair and free of conflict of interest. We 
will also establish procedures to require the registration of all persons 
and firms who lobby the government. 


8 — 1996 Ontario BupGEeT 


| will be inviting all Ontarians to provide the Government with their 
suggestions as to those government services that should be 
considered for possible privatization. The means for providing these 
suggestions will be announced shortly. 


INVESTING IN ONTARIO’S PRIORITIES 


At the same time as we are changing the way government works, we Providin 

iid g 
are investing in the programs that Ontarians have told us they value eat 
most. This Budget provides a total of $42.7 billion to pay for $42.7 billion 
government programs and services this year. for 
We are making this investment in spite of the federal government’s government 
cuts in transfer payments to Ontario for health, education and social programs 
programs. The federal government will contribute $1.2 billion less and services 
this year than last for health, education and social programs in the this year 
province. 


Let me put that figure in perspective: 


@ Over the period 1995-96 to 1998-99, the federal 
government will cut payments to the provinces for 
health, education and social programs by 42.2 per 
cent. 


¢ During this same period, it will cut all of the rest of its 
own program spending by only 1.3 per cent. 


Those are strange priorities for a federal government that purports to 
be “fair and compassionate” and tells Canadians “the commitment of 
their national government in support of health care, post-secondary 
education and assistance to the poor will be intact, and strong.” 


In my opinion, those federal cuts do not reflect the priorities of the 
people of Ontario, or of the people of Canada. 


Quality health care 


Ontarians value our health care system, and they want us to manage 
it in a way that protects it for the future. 


In November | said that we would ask hospitals to find savings, and 
that we would reinvest these savings in other health priorities. | said 
we would not let health care spending fall below the $17.4 billion 
benchmark we have established. In spite of the federal government's 
cuts to health care, we are meeting this commitment. With the 
substantial reinvestments we have made, this year’s operating budget 
for the Ministry of Health will be $17.7 billion. 


The best way to keep Ontarians healthy is to detect signs of illness 
early, to act quickly, and to prevent problems before they start. 
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Investing our We are spending our health dollars wisely and differently. Change is 
health essential So we Can serve an increasing population of seniors, and so 
dollars we can make new technologies available to those who need them. 


wisely Here is what the Ministry of Health is already doing, under the © 
direction of the Honourable Jim Wilson: 


¢ Weare reinvesting $170 million this year to provide 
seniors and people with disabilities with care at home 
instead of in institutions. This means an additional 
80,000 people will receive services such as in-home 
nursing care, housekeeping and meal programs — 
creating 4,400 new health care jobs in community 
settings. 


¢ Weare expanding a program to aid in the early 
detection and treatment of breast cancer, which 
affects 6,000 women in Ontario each year. We are 
providing additional funding to treat women with 
breast cancer and ovarian cancer. The Minister of 
Health will provide further details. 


@ Weare providing funds to immunize all schoolchildren 
against measles, to immunize young people against 
Hepatitis B, and to immunize seniors and those at 
high risk against serious pneumonia. 


¢ Too many patients and their families face the anxiety 
of long waits for a diagnosis of internal illnesses. To 
meet this need, the Ministry of Health will provide 
operating funding for 23 new Magnetic Resonance 
Imaging machines in locations across the province, 
bringing the total province-wide to 35. 


¢ Weare reinvesting $25 million to help hospitals serve 
areas of high population growth. The Ministry of 
Health worked with hospitals and the Ontario Hospital 
Association to reinvest these funds where they are 
needed most. 


@ Weare expanding emergency paramedic services, by 
providing training and by equipping over 400 
paramedics across the province to perform life-saving 
emergency care procedures. 


@ Weare reinvesting funds to allow patients with 
acquired brain injuries to be treated in Ontario rather 
than in the United States. 


¢ Weare protecting emergency services in Northern 
and rural hospitals by paying doctors on a sessional 
basis rather than on a fee-for-service basis. This 
action has enabled over 60 small rural hospitals to 
keep their emergency rooms open 24 hours a day. 
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@ We have restored out-of-country OHIP coverage for 
Ontarians. 


The changes we are making will protect Ontario’s health care system 
while reinvesting dollars where they are needed most. 


Excellence in classroom education 


Ontarians have told us to make sure our school system provides our 
children with an excellent education — but to rein in spending outside 
of the classroom. We are doing what the people have asked. 


We are working with school boards, teachers and parents to ensure 
that our school system promotes excellence in student achievement 
and is accountable to taxpayers. The Sweeney Report found that as 
much as 47 cents of every education dollar is spent outside the 
classroom. We have given school boards tools to reduce spending 
outside the classroom and to bring Ontario’s costs into line with those 
in other provinces. 


More fundamental reforms are required. People have told us that the 
current system is not working — not for parents, not for taxpayers, 
and most importantly not for the young people who represent our 
future. 


The way we now pay for education favours students in rich school 
boards at the expense of those in poor ones. People have told us 
that the current system requires significant changes to make it better 
for students and fairer to taxpayers. 


Fairness in local government finance 


In the coming weeks the Government will propose significant change 
in local government and education financing and will embark on a 
comprehensive consultation with local representatives. The 
assessment system in Metropolitan Toronto and other communities is 
broken and unfair — we want to fix it as well. 


We want to see a division of responsibilities between the Province 
and the local level that delivers services more efficiently and 
effectively, that makes elected officials more accountable to 
taxpayers for the services they deliver, that provides a better 
education for our students, and that provides fair and adequate 
funding for priority services. The Minister of Municipal Affairs and 
Housing, the Honourable Al Leach, and the Minister of Education and 
Training, the Honourable John Snobelen, will provide further details in 
due course. 


Fundamental 
reforms in 
education 
finance are 
required 
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Access to new technologies for our students 


In partnership with school boards and the private sector, our 
Government is announcing a series of collaborative projects that will 
expand the use of leading-edge computer technology projects in our 


schools. 
Expanding | We are doubling the funding available for innovative uses of 
the use of technology in the classroom to $40 million. This amount will be 
matched by equal funding from school boards and the private sector. 
computer BB ne cal) ol . hae 
technolo oy This initiative will create innovative approaches to learning in our . 
i schools, such as distance education, Internet access, and electronic 
in our learning databases, in addition to helping teachers and school boards 
schools share valuable resources. 
The Minister of Education and Training will announce details soon of 


the first projects under this program. 


Safe communities 


To ensure that people in Ontario are safe in their homes and 
communities, the Government is working to make our justice system 
more effective. We are focusing on prosecuting serious crimes, 
making our courts system more timely and accessible, and protecting 
funding for front-line policing. 


@ To ensure funding is available for front-line services in 
the justice system, we are going to integrate 
administrative support services to achieve maximum 
efficiency. 


@ Weare launching a major capital investment program 
to modernize correctional facilities and courthouses. 


¢ The Ontario Provincial Police are taking action to 
streamline management and administration to ensure 
that resources available for front-line policing are 
maintained. 


¢ To meet the growing demand for DNA analysis in 
criminal cases, we are expanding the DNA testing 
capability of the Centre of Forensic Sciences. The 
Solicitor General, the Honourable Robert Runciman, 
will announce further details. 


¢ Weare committing $2 million a year to community 
crime-prevention initiatives to assist the voluntary 
efforts of Neighbourhood Watch, Block Parents, 
Apartment Watch and other organizations that help 
keep our communities safe. 
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Supporting volunteers in the community 


Promoting and encouraging both the spirit and the commitment of 
volunteers is a high priority for our government. We all understand 
that Ontarians working together can do much more for their 
communities than government can do alone. 


Volunteer organizations are a vital part of communities in Ontario. 
They understand the needs of their communities best, and they 
address these needs with a sense of caring that reflects their 
commitment to helping others. Ms. Julia Munro, the Parliamentary 
Assistant to the Premier and member for Durham-York, has been 
working with a number of volunteer organizations and a special 
advisory group in support of our shared commitment to volunteers 
across the province. 


To support the volunteers who give so generously of their time, this 
Budget provides up to $10 million to invest in new measures and new 
technologies to coordinate and link the voluntary service agencies 
that already exist in the province. Under a new Linkages program, 
we will be better able to co-ordinate services and to match people in 
need of services with volunteers willing to offer their time and skills. 


Local charities often have limited financial resources that prevent 
them from doing all the things they would like to help their neighbours 
and others in need. 


Many charities depend on charitable gaming as a source of vital 
funding for their efforts. But under current arrangements, too little of 
the revenue from these games actually flows to charities. In addition, 
many current charitable gaming activities are difficult to regulate and 
control, placing their integrity at risk. 


To improve regulation and provide a higher yield to charities, our 
Government will replace the current three-day roving charity events 
with the establishment of permanent charity event sites. This 
measure will enhance control of these activities and substantially 
increase the funds available to local and community charities. It is 
expected to result in up to $80 million in extra revenues being made 
available to Ontario’s local and community charities each year. 
Operators of the current mobile charitable gaming businesses will 
have an opportunity to bid on the establishment and operation of 
these new permanent sites through an open competitive process. 
The Minister of Consumer and Commercial Relations, the Honourable 
Norman Sterling, will provide further details. 


Ms. Isabel Bassett, my Parliamentary Assistant and the member for 
St. Andrew-St. Patrick, has held extensive consultations on ways to 
make it easier for public institutions to solicit charitable donations. 
Based on her findings, the Government will proceed with its plan to 
introduce legislation to permit the establishment of Crown foundations 
by public hospitals, public libraries, the Ontario Cancer Treatment and 
Research Foundation, the Ontario Arts Council, the Royal Ontario 
Museum, the Art Gallery of Ontario, the Royal Botanical Gardens and 


Ontarians 
working 
together can 
do much 
more for their 
communities 
than 
government 
can do alone 


Providing 
more secure 
funding for 
community 
charities 
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certain other public institutions which may qualify, such as the 
National Ballet of Canada, the Canadian Opera Company, the 
Toronto Symphony Orchestra, the Shaw Festival, and the Stratford 
Festival. These foundations provide a tax incentive for major 
donations to public institutions. 


Through this legislation, donations to these foundations will now 
receive the same treatment as donations to universities, colleges, the 
Ontario Heritage Foundation, the Trillium Foundation, the Ontario 
Science Centre, Science North, the McMichael Canadian Art 
Collection and Ontario Parks. 


Assisting parents and their children 


Raising children is a demanding job, especially for families where 
both parents work outside the home. Every Ontarian has an interest 
in making sure that young children start life in a healthy and secure 
environment. We all have a stake in their well-being. 


This Budget introduces four specific actions to make a real and direct 
improvement in the lives of our children. 


First, we are investing in nutrition for children. 


Ensuring that Children who go to school hungry are not going to be good learners. 
lementar To ensure that elementary school children are receiving the nutrition 
Oral ee they need, the Government is forming a partnership with the 


‘ school Canadian Living Foundation for Families to help parents and 
children are communities set up and expand local nutrition programs. The 
receiving the Government will provide up to $5 million this year in start-up funding 
nutrition they for this initiative. 
need By avoiding a large government bureaucracy, this partnership will 
ensure that the largest possible share of available funding, including 
donations from individuals and businesses in the community, goes 
directly towards meeting children’s needs. 
Second, we are helping children who have speech and language 
disorders. 
Help for This Budget provides $10 million this year, growing to $20 million in 
pre-school future years, to expand services for pre-school children with speech 


and language disorders. About 10 per cent of Ontario’s children have 


children with a speech or language disorder. Early intervention means that more 


speech and of these children will be able to function with little or no extra help as 
language they grow older. 
disorders Third, we are investing in children’s health. 
Investing in Investing in children’s health improves their well-being and their long- 
children’s term prospects. For example, proper education and support can help 


young mothers avoid giving birth to babies with low birth weights — 
health which is a major cause of infant death. This Budget provides $10 
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million annually to support expectant mothers and families with 
children under six years old, especially those who would otherwise be 
at risk. These actions will help more children have a healthier start in 
life. 


Fourth, we will increase the Province’s support for child care, bringing 
it to the highest level in the history of the province. 


Today Ontario spends more per capita for child care than any other 
province with the possible exception of British Columbia. 


Ms. Janet Ecker, the member for Durham West, is reviewing child 
care programs to ensure that funding is provided to those most in 
need and that parents have affordable child care alternatives. 


Ms. Ecker has heard from many working parents about the 
substantial price they pay to ensure that their children are properly 
cared for. 


The need to expand the child care choices available to parents is real $600 million 
and urgent. To address these concerns, | am announcing today an . 
enhancement of our child care funding that will provide over the next for child care 
five years an additional $200 million in support above current levels. — the 

This year we will spend $600 million on child care — the highest in highest in 
Ontario’s history. The Minister of Community and Social Services, Ontario’s 
the Honourable David Tsubouchi, will provide details on new child history 
care measures following the completion of the child care review. 


Helping young people complete school and get jobs 


We are investing $57 million this summer to provide 29,000 summer 
jobs for young people. That’s almost 5,000 more jobs than last year. 
In addition to helping young people meet their education expenses, 
these jobs provide a wide range of work experience. By giving young 
people a chance to gain experience and learn meaningful skills, we 
are helping to ensure that they will have an opportunity to lead 
productive and independent lives. 


Ontario’s college and university students are among the greatest 
strengths of our future economy. 


¢  Tohelp ensure that students have enhanced A tax credit 
employment opportunities, | am introducing a Co- for 
operative Education Tax Credit of up to $1,000 per co-operative 
co-op placement effective September 1, 1996. This d ti 
refundable tax credit will provide corporations with a eaucation 
tax savings equal to 10 per cent of the costs of hiring 
a student who is participating in a recognized co-op 
program at an Ontario college or university. 
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¢ Tohelp make our education system more responsive 
to students’ needs while keeping it accessible, the 
Province is working with the Government of Canada 
to develop an income-contingent student loan 
program. The objective of this program will be to 
make loan repayments reflect a student’s earnings 
after graduation. 


Ontario ¢ To encourage companies and individuals to contribute 
to funds for Ontario’s students, every college and 
Studen t university will have the opportunity to establish an 
Opportunity Ontario Student Opportunity Trust Fund. The 
Trust Funds Province will match any donation to these trust funds 


made after today and before March 31, 1997. Monies 
from each fund will be used to assist academically 
qualified individuals who for financial reasons would 
not otherwise be able to attend college or university. 

It is estimated that the Province will contribute $100 
million towards this initiative, creating $200 million in 
trust funds. The interest on these trust funds will help 
provide a solid base of financial support for Ontario’s 
students. 


The Minister of Education and Training will announce further details. 


Fixing the Canada Pension Plan 


In recent weeks the Government has been consulting with Ontarians 
on the future of the Canada Pension Plan. These consultations have 
been carried out by Mr. Ed Doyle, the member for Wentworth East, 
and Mr. Tim Hudak, the member for Niagara South, along with 
representatives of the federal government. 


Ontarians told us that they want the Canada Pension Plan fixed so 
that their pensions will be there when they retire. They also told us to 
keep tight control on payroll taxes, because payroll taxes kill jobs. 


In June, federal and provincial finance ministers will meet to discuss 
the plan’s future design. 


Ontario’s goal is to ensure that the Canada Pension Plan is put on a 
sound financial footing once and for all. We want to ensure that the 
pensions people are counting on will be there when they retire, and 
that future generations will not be saddled with trying to fund a plan 
that is not financially solvent. We will work to eliminate waste, 
overlap and duplication, and to ensure fairness in benefit 
administration. 
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Meeting Ontario’s transportation needs 
This Budget provides $2.7 billion this year for capital spending. 


That includes over $700 million for roads and highways. Our 
provincial highway system is a lifeline of our economy. The condition 
of our highways is essential in attracting new businesses, in moving 
goods to our major trading partners, and in enticing tourists to 
Ontario. Up-to-date infrastructure is essential for Ontario’s economic 
competitiveness. 


Too many of our highways are in poor condition. To help restore this 
provincial asset, while creating jobs and improving highway safety, we 
are committing an additional $100 million this year to an accelerated 
program of repaving and repairing highways. 


We will also provide $60 million to municipalities this year to 
accelerate repairs to highways that are being transferred to their 
jurisdiction, and to highway connecting links that require urgent repair. 


In addition, this Budget provides over $100 million over the next four 
years to address safety deficiencies of municipal transit systems 
across the province. The Minister of Transportation, the Honourable 
Al Palladini, will provide further details. 


Enforcing the tax laws and reducing the cost of tax 
administration 


To make the investments in the programs that Ontarians want and 
value, it is essential that every taxpayer pay the amount of tax that he 
or she is legally required to pay. Law-abiding taxpayers have told me 
they want to crack down on tax evaders — they are tired of paying 
additional taxes on behalf of those who refuse to pay. 


@ The Provincial Auditor has recommended that the 
Government do more to identify those who may be 
evading Retail Sales Tax and to increase the number 
of audits that are performed. | can confirm today that 
we are taking action on each of his recommendations. 


In addition, effective August 1, successful bidders on 
Ontario Government contracts will be required to 
provide confirmation that their provincial taxes are in 
good standing. This measure will apply to all tendered 
contracts. 


@  |am adding 186 new audit and collections staff to the 
Ministry of Finance over the next three years, 
including 50 re-assigned from other duties. These 
staff will help collect additional revenues estimated at 
$80 million annually by 1998-99. 


@ Once we have exhausted all government collections 
procedures, we will tender to the private sector the 
balance of uncollectable tax accounts. 


Creating jobs 
and making 
highways 
and transit 
systems 
safer 


Cracking 
down on tax 
evaders 
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¢ The method of calculating interest on overdue taxes 
will be harmonized to bring interest charges in line 
with those of Revenue Canada. Other penalty and 
interest provisions will be harmonized with federal 
statutes where appropriate. 


@ The Ministry of Finance will set up a new hotline for 
the reporting of suspected fraud or abuse, as | 
promised. Ontarians will be able to call the hotline at 
1-888-TIP-INFO (1-888-847-4636), starting June 15. 


Harmonizing A number of amendments will be introduced to improve tax 
tax laws and enforcement. Details of tax measures are provided in Budget 
: Paper A. 
reducing 
duplication At the same time, the Government will pursue opportunities to lower 
the cost of complying with tax laws by harmonizing and reducing 
duplication. 


¢  Tosimplify the tax system and reduce administration, 
the Ministry of Finance will examine options to 
harmonize Ontario’s capital tax on financial 
institutions with the federal capital tax. Consultations 
will be held with the financial services industry. 


To reduce compliance costs for business, Ontario will 
harmonize with the changes to corporate income 
taxes introduced in the 1995 and 1996 federal 
Budgets. 


Ontario will continue to co-operate with the federal government to 
reduce tobacco smuggling. The federal and Ontario governments 
agreed to share equally any recovery of the 1994 tobacco tax 
reduction. In recognition of this agreement, and to reduce the 
incentive for unwarranted tobacco price increases that may rekindle 
smuggling, | am amending the Tobacco Tax Act. The tobacco tax will 
be linked to any future changes in the selling price of cigarettes. We 
also will fully harmonize with the federal tobacco levies by matching 
any future increases or decreases in those levies. 


Tax harmonization must be a two-way street. Ontario is already 
harmonized with the federal personal income tax system. 


¢ But when we asked the federal government to 
administer the Fair Share Health Care Levy as we 
designed it in the Common Sense Revolution — as a 
tax on taxable income — the answer was: not now. 


¢ When we asked them to use the income tax system to 
enforce child support agreements when parents do 
not pay, the answer was: not now. 
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@¢ When we asked them to use the income tax system to 
help recover money that is owed to the Province by 
people who received more social assistance than they 
were entitled to, or by students who have defaulted on 
their loans, the answer was: not now. 


These federal delays do not make sense. They mean that less 
money is available to support children or to make new student loans. 
Ontario is prepared to act immediately on these initiatives, taking 
actions that people have told us they support, and ensuring the 
continued viability of the harmonized income tax system. 


BUILDING A BETTER TOMORROW 


Balancing the Budget, eliminating the deficit, and turning around the 
growth in debt are not ends in themselves — they are a means to an 
end. The end is a more prosperous Ontario, where people can once 
again feel secure about their jobs, their families, their communities 
and their future, and feel better about themselves. 


Building a better future for Ontarians means that we must restore the 
environment that allows businesses to create jobs. 


My colleagues and | promised Ontarians we would take a new A new 

approach to getting our economy growing — by making Ontario a approach to 

great place in which to live, work and invest. : 
getting our 


We have put an end to more than 30 direct business subsidy economy 
programs. In my opinion, most business subsidies don’t create . 
lasting jobs. Too often, the job ends as soon as the government grant ce eA ALES 
ends. Cutting these programs will save taxpayers $230 million in 

grants and loans in 1996-97. 


Our Government is taking a different approach. 
@ Weare breaking down the barriers to job creation. 
@ Weare cutting payroll taxes that kill jobs. 


@ Weare changing the rules so that banks and private 
investment funds will invest more money in new and 
growing businesses that create jobs. 


¢ And we are changing taxes that have blocked the 
growth of important sectors of our economy. 


Breaking down the barriers to job creation 


Our Government is breaking down the barriers to job creation. We 
have passed legislation to restore the balance in relations between 
workers and employers. We have repealed job quotas. We have 
frozen average Ontario Hydro rates until the year 2000. 
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The Red-Tape Review Commission, headed by Mr. Frank Sheehan, 
the member for Lincoln, is finding ways to eliminate unnecessary 
regulations and make government work better for Ontarians. 


Eliminating This year, we will extend the sunset provision of the Loan and Trust 
overlap and Corporations Act and take action to eliminate overlap in the regulation 
; : of the loan and trust industry. We will remove the outdated 
dup lication requirement that Ontario duplicate regulatory activities already 
in loan and undertaken by other jurisdictions in Canada. By harmonizing with 
trust federal regulations, we will get rid of an unnecessary layer of 

regulations regulation of this important industry. We will set out our direction ina 
policy paper to be issued for public comment in the near future. 
Accelerating Ontario’s economic growth 
While the task of making Ontario a good place to create jobs is by no 
means completed, already Ontarians can see signs that we are going 
in the right direction. 
Between June 1995 and March 1996, Ontario’s private sector created 
90,000 jobs. That’s well over 300 net new private-sector jobs every 
day. 
| Know that the public sector is cutting back — at all levels. Many 
good and hard-working people are finding themselves on the job 
market for the first time in years. 

Private But for every job lost in the broader public sector in the last nine 
months, almost four jobs were created in the private sector. We 
sector leads have to make this adjustment to get Ontario growing again. 
the way in 


To date this year we have more jobs in manufacturing than we had a 
year ago, more jobs in construction, more jobs in services, more jobs 
in the wholesale and retail sector, and more jobs in transportation and 
communications. 


job creation 


Investors are recognizing that Ontario is once again a good place to 
do business. Investment stands at record-high levels, and Ontario’s 
investment growth is outpacing the rest of Canada. 


@ Magna International Inc. has chosen St. Thomas as 
the location for its new truck frame plant, creating 
over 700 jobs. 


4 Premier Harris recently participated in the ground- 
breaking for Honda of Canada’s expansion in Alliston, 
which will create 1,200 permanent new jobs. 


¢ The forest industry has announced additional 
investments in communities such as Thunder Bay, 
Red Rock and Marathon. 


+ Placer Dome recently committed $260 million to 
develop its Musselwhite gold property north of Pickle 
Lake. 
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¢ Bayer Rubber Corporation is investing $61 million to 
build two new chemical plants in Sarnia. 


@ The Pacific Century Group is working in partnership 
with IBM Canada and Rogers Cablesystems on a 
$100-million project to build four condominium towers 
with fibre-optic wiring in downtown Toronto. 


Investments such as these bring real benefits in the form of jobs for 
Ontario’s people. 


To help more companies grow and compete, | am announcing a new, 
private-sector-driven approach to business development. 


¢ Anew Partnerships for Jobs and Growth initiative will 
complement our efforts to improve the business 
climate. 


¢ — It will support innovation, encourage Ontario’s 
entrepreneurs, strengthen Ontario’s sectors, bridge 
the training gap, extend global reach, and strengthen 
economic development at the local level. 


¢ Addressing these issues will make Ontario a more 
competitive, productive and successful trading 
economy. 


¢ In its initial year, 1996-97, $50 million of the savings 
from other programs will be reinvested to support 
Partnerships for Jobs and Growth. The Minister of 
Economic Development, Trade and Tourism, the 
Honourable William Saunderson, will announce 
further details. 


The strongest area of our economy has been the export sector. 
Exports are at record levels and are expected to increase by a further 
8.7 per cent in 1996. The motor vehicle industry — our largest 
manufacturing exporter — achieved the highest level of production in 
its history last year. 


Overall, Ontario businesses plan to increase their investment Ontario’s 
spending for machinery and equipment by 3.2 per cent this year. economic 
Investment spending on new commercial and industrial buildings will : : 
grow by 5.4 per cent. According to the Conference Board of Canada Expansion is 


survey of business confidence, 53.9 per cent of Canadian businesses taking hold 
consider Ontario to be the best province in which to invest. and 
Consumers are beginning to feel more confident, too. Home resales accelerating 


have improved by 36 per cent this year from last year’s low levels — 
backed by interest rates that are at their lowest since July 1994. And 
the inflation rate is holding at less than two per cent. 


In sum, Ontario’s economic expansion is taking hold and 
accelerating. Our forecast — which is deliberately cautious — is that 
the economy will expand by 1.9 per cent this year and by 2.8 per cent 
in 1997. Most forecasters expect that we will do even better. 
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New sources of investment for growing businesses 


Making more A large share of Ontario’s new jobs will come from new and growing 
; ; businesses. These businesses need access to sources of capital 
i ital TREES) cals 
ole Ae i ‘ that believe in their potential and are prepared to maintain their 
availa e 0 investment until that potential is fully realized. | am taking action 
emerging today to help make that happen. 
small 


‘ Labour-sponsored investment funds (LSIF) have become well 
businesses established as a source of capital for entrepreneurs, especially for 
those requiring capital of between $1 million and $10 million. At 
present Ontario labour-sponsored investment funds hold assets of 
$1.2 billion — including more than $600 million that they are required 
to invest in eligible businesses over the next three years. 


¢ lam introducing stricter investment rules today to 
ensure that capital raised by these funds is made 
available more quickly to Ontario’s entrepreneurs — 
and especially to businesses that are not yet big 
enough to raise capital on the stock market. 


@ To reduce costs to the taxpayer, | am harmonizing 
with the federal government by limiting the Ontario tax 
credit for new LSIF investments to 15 per cent, 
effective today. | am also harmonizing with the 
changes to this program that were announced in the 
federal Budget. 


Bringing banks and small businesses together 


Banks too must play a key role in the new economy by increasing 
their longer-term financing of Ontario’s innovative growth firms — 
especially smaller businesses. 


¢ Effective midnight tonight, we will harmonize with the 
federal measure by imposing a temporary surtax on 
the capital tax paid by banks. 


¢ Wewill provide a Small Business Investment Credit 
against this tax to banks making equity capital 
investments in small businesses in Ontario. Banks 
that increase the availability of equity capital for small 
business will be able to earn back the surtax over 
three years. 
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@¢ Wewill make sure that banks that do business with 
the Provincial government are also doing business 
with Ontario’s entrepreneurs. Starting this year, banks 
that wish to provide services to the Province will be 
required as part of their tender bid to show a 
comprehensive record of small business lending. 


In addition, the Government will consider innovative ideas to foster 
the establishment of private-sector financed equity funds that focus on 
new and emerging small businesses. | have asked Mr. Rob 
Sampson, my Parliamentary Assistant for Financial Institutions and 
the member for Mississauga West, to lead this review and to report 
back to me. He will be assisted by Mr. Joe Spina, the Parliamentary 
Assistant for Small Business and the member for Brampton North. 


Unified and efficient Canadian equity markets 


The Ontario economy needs a strong, globally competitive capital 
market, and Ontario companies need access to equity financing 
without the extra costs and delays caused by regulatory duplication. 
Strong and well-regulated stock exchanges are good for business, 
and they are good for Toronto — the heart of Canada’s financial 
sector. 


To make it easier for companies to raise funds in Canadian equity 
markets, Ontario will pursue an agreement with the federal 
government and with other interested provinces to delegate 
responsibility for securities regulation to a Canadian Securities 
Commission. 


Supporting Ontario’s film industry in competing and 
creating jobs 


Ontario has become one of the major film production centres in North 
America. The strategic alliance in animation productions between 
Sheridan College and the Disney Corporation is but one example of 
the kind of new investment that the film industry can bring to the 
province — creating skilled jobs for talented people. But this industry 
faces stiff competition because of the incentives offered by other 
jurisdictions. 


¢  Toensure that Ontario remains a major player in the A new tax 
North American industry, | am introducing a film and . . 
television tax credit that harmonizes with the federal crealt for film 
tax credit introduced last year and targets the benefits investments 
to Ontarians. This refundable tax credit will be 15 per 
cent of the eligible labour costs in Ontario, effective 
July 1, 1996. 


¢ The Government will double the value of the credit for 
filmmakers making their first commercial production. 
These measures will be administered jointly with the 
Ontario Film Development Corporation. 
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Adding to Ontario’s call centre advantage 


Bell Canada has been a pioneer in servicing over 1,500 major call 
centres in the province — creating competitive advantage by 
providing toll-free service to customers. Increasingly, these centres 
require employees with advanced skills — for example, service 
agents who explain complex financial services, or technicians who 
can install and repair state-of-the-art telecommunications equipment. 


In recent weeks Unitel Communications has chosen to locate a new 
call centre in Toronto, creating 250 jobs. S&P Data Corporation has 
announced plans for a new call centre in North Bay, creating 328 
jobs. 


These companies, and others like them, have discovered that 
Ontario offers a highly skilled workforce, bilingual and multilingual 
communities — including those in Northern and Eastern Ontario — 
advanced digital telecommunications technology, and proximity to 
North America’s major consumer markets. 


Ontario is determined to keep the jobs that these companies create. 
To help do so, | am exempting from the Retail Sales Tax the 1-800 
and 1-888 telephone services purchased by business, effective 

July 1. This measure will bring Ontario into line with the tax incentive 
provided by seven other provinces. 


Expanding access to telecommunications 


Jobs and growth in the Ontario economy will depend on our ability to 
develop and use the information highway. 


In partnership with Ontario’s telecommunications and computing 
industries, we have already built sophisticated networks, some of 
which primarily serve the public sector such as health, education and 
Ontario Hydro. 


New telecommunications applications offer the potential for 
significant improvements in the accessibility, timeliness and cost- 
effectiveness of public-sector services. We will explore how best to 
use existing public-sector networks, especially in rural areas of 
Ontario. We will also look at the merits of an expanded role for the 
private sector. 


In addition, we will reinvest $20 million found from other programs, 
for Telecommunications Access Partnerships to work with 
entrepreneurs, sectors and communities to improve Ontario’s 
competitiveness through advanced telecommunications applications 
and infrastructure. 


The Minister of Economic Development, Trade and Tourism will 
announce details. 
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Building homes, creating jobs 


While many other sectors have returned to their pre-recession level of 
production, Ontario’s housing industry has not yet recovered. New 
housing starts this year are projected to be less than half their 1989 
level. 


To encourage people who have been waiting to buy their first home, 


A tax r 
first-time buyers who purchase a newly constructed home after today ax rebate 


and before March 31, 1997 will receive a refund of their Land Transfer for first-time 
Tax. The maximum refund will be $1,725, equivalent to the tax ona buyers of 
$200,000 home. Coupled with lower interest rates and more newly 
affordable pricing, this measure will help bring home ownership within constructed 


reach for more families. In addition, it will create jobs in building, 


furnishing and equipping these new homes. homes 


Bringing tourism and hospitality jobs to Ontario 


The tourism and hospitality industry attracts millions of dollars to 
Ontario and creates thousands of jobs. 


For many years the competitiveness of the hotel industry in 
Metropolitan Toronto has been hindered by property taxes that are 
higher than those on other commercial property. Over the coming 
year, the Government will take action to address this disadvantage as 
part of its review of property tax reform. 


To assist Ontario’s hospitality industry, the Ontario Lottery Corporation 
will develop a plan to introduce a limited number of video lottery 
terminals (VLTs) at selected locations across the province. 


In recent years, the gaming marketplace has expanded dramatically, 
with numerous new products and activities which have made control 
and regulation difficult. In addition, the Ontario Provincial Police have 
indicated that illegal gaming activity is increasing, with thousands of 
video lottery terminals operating illegally in Ontario. It is anticipated 
that the establishment of a tightly regulated, government-managed 
VLT network, along with other measures announced in this Budget, 
will counter illegal gaming activity, and impose some needed 
discipline and control into Ontario’s gaming marketplace. 


The Ontario Lottery Corporation will be responsible for the operation 
and management of the VLT network, and the Ontario Gaming 
Control Commission will oversee and control every aspect of VLT 
gaming activity. We believe that VLTs, if implemented within tight 
regulatory controls and in limited-access environments, can meet a 
legitimate entertainment demand and provide a significant stimulus to 
the hospitality industry. 


In designing Ontario’s VLT program, the Ontario Lottery Corporation 
will take advantage of lessons learned in the eight other provinces in 
Canada where VLT networks already exist. The detailed 
implementation plan developed by the Ontario Lottery Corporation, in 
consultation with the Ontario Gaming Control Commission, will be 


1996 Ontario Bupcet — 25 


designed to ensure that the installation of terminals and the 
expansion of the VLT network proceeds in a measured way, and that 
appropriate controls and regulatory provisions exist at each stage of 
the process. In addition, to encourage responsibility among those 
participating in gaming activity, and to assist those affected by 
problem gambling behaviour, two per cent of total terminal revenues 
will be set aside to establish a comprehensive problem gambling 
strategy that will include public awareness, prevention, treatment and 
research components. 


Initially, VLTs will be located only at race tracks and permanent 
charity event sites — locations where the machines can be closely 
monitored and where they will complement other existing gaming 
activities. Once an acceptable implementation plan is developed, the 
network can then be expanded to the hospitality industry, having 
regard to the following guidelines: 


¢ terminals will be located only in separate areas within 
liquor-licensed establishments where access can be 
restricted to those 19 years of age or older; 


@ licensed premises that fail to enforce this age 
restriction will have their liquor licences Suspended or 
revoked; 


@ the total number of terminals in the province will be 
limited to fewer per capita than in any other province 
with a VLT network; 


@ the host site will receive 10 per cent of total terminal 
revenues; 


@  10per cent of total terminal revenues will be provided 
to charitable organizations in the province. 


$180 million As a result of initiatives in this Budget, charitable organizations will 
for charities now be provided with up to an additional $180 million annually to help 
to help them them meet community needs. 
meet The recession and the expansion of legalized gaming activities in 
community recent years have adversely affected Ontario’s horse racing industry, 
needs which is one of the largest in North America. The introduction of VLTs 


at race tracks will attract patrons and generate revenues for the 
industry. 


To bring this industry’s taxes in line with its competitors, and to 
protect the jobs of those it employs throughout rural Ontario, | will be 
reducing the Race Tracks Tax rate to 0.5 per cent on all wagers. This 
rate reduction will take effect when the Government is assured that 
the horse racing industry has in place an effective plan to share the 
additional resources fairly and to secure the future of Ontario’s horse 
racing industry. The Minister of Consumer and Commercial Relations 
will work with the industry to develop this plan. 
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Strengthening the Greater Toronto Area 


The economy of the Greater Toronto Area (GTA) provides half of the 
province’s entire economic output and 43 per cent of its employment. 
The GTA is Canada’s major business and financial centre, and the 
hub of communications, transportation and wholesaling networks that 
serve the Great Lakes economy. Without strong growth in the GTA, 
Ontario’s economy cannot perform well. 


After a prolonged recession that lasted nearly two years longer than 
in the rest of Ontario, the GTA’s economy is growing again. 
Employment surged ahead by 82,000 jobs in 1995, compared to a 
loss of 8,000 jobs in 1994. 


While the GTA’s economy is growing again, the antiquated nature of 
the property tax system in many of its municipalities is cause for 
concern. The need for reform was highlighted by the report of the 
Golden Task Force. To ensure that the GTA economy continues to be 
a driving force within Ontario, we are carefully reviewing the Golden 
Task Force’s recommendations to ensure that we have the best 
possible plan for the sustained health of the GTA and the Province. 
Our review will also include consideration of the findings of the GTA 
Panel chaired by Ms. Libby Burnham. 


Bringing jobs and growth to Northern Ontario 


The Government is also determined to bring new jobs and growth to 
Northern Ontario. 


The Northern Ontario Heritage Fund Corporation will be refocused 
away from direct financial assistance to businesses and towards the 
funding of infrastructure improvements and development 
opportunities in Northern Ontario. Specifically, the Corporation will 
direct its financial resources towards: 


@ the development and marketing of regional tourism 
enhancement projects, 


@  telecommunications and transportation infrastructure 
improvement, and 


@ other economic development initiatives to ensure 
Northern communities remain attractive places to live 


and work. Returning 

The former government took $60 million from the Heritage Fund on $60 million 

March 31, 1995. This money was specifically allocated to be used for plus interest 

the benefit of Northerners and should never have been transferred to the 

into general provincial revenues. Based on recommendations from 7 

my colleague, the Minister of Northern Development and Mines, the Northern 

Honourable Chris Hodgson, | am returning these funds to the Ontario 

Heritage Fund today, along with $5 million in accumulated interest. Heritage 
Fund 
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As a result, the Fund now contains over $120 million to be used 
exclusively for the benefit of the people of Northern Ontario. The 
Government will continue to provide $30 million annually to the 
Heritage Fund. 


To eliminate duplication, achieve economies of scale, and enhance 
the returns to the Heritage Fund, we will establish improved financing 
arrangements between the Fund and the Ontario Financing Authority. 
The management fees paid by the Fund will be eliminated and its 
rate of return improved, maximizing the Fund’s ability to meet the 
economic development and infrastructure needs of current and future 
generations of Northerners. 


Our efforts to improve the North’s business climate will help sustain 
strong resource exports and investment that have been creating jobs. 
Freezing all mining taxes and Mining Act-related fees and licences 
will encourage investment in Northern resource sectors. A reduced 
regulatory burden on forestry and mining and streamlined 

approvals that maintain environmental standards will also lead to 
increased economic growth. A total of $138 million also will be 
provided this year for repaving and repairing Northern roads — up 
$40 million from 1995-96. 


To foster development in the far north of the province, the Minister of 
Northern Development and Mines will investigate opportunities for 
partnerships between government and the private sector to build 
infrastructure and stimulate resource development in remote areas 
north of the 51st parallel, which extends approximately from 
Moosonee to Red Lake. 


Strengthening agriculture and rural development 


Across rural Ontario, communities are taking action to develop their 
full economic potential. New technologies are changing the nature of 
traditional industries and creating opportunities for new businesses. 


Our government is taking steps to ensure the long-term growth and 
prosperity of rural Ontario. 


@ We have repealed legislation that permitted trade 
unions to invade the family farm. 


@¢ Weare working on dismantling Bill 163 — the 
Planning and Development Reform Act — to expedite 
the planning process, and empower municipalities 
while maintaining tough environmental standards. 


@ Weare retaining the Farm Property Tax Rebate 
program, pending the reform of municipal property 
taxes. 


@¢ Weare increasing agriculture’s share of the operating 
budget in 1996-97. 
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The needs of rural communities are unique, and the challenges facing 
them are different from those of urban Ontario. The new Ontario 
Municipal Support Program stands as evidence of our government’s 
understanding of this fact. 


Bringing economic stimulus to rural Ontario is a top priority. 
Agriculture and food is the province’s second-largest goods- 
producing sector, and there is great potential for expansion in many 
areas — from aquaculture to ethanol production. Such expansion will 
benefit from our commitment to eliminate red tape and needless 
regulations throughout government. 


To promote growth in rural Ontario, this Budget provides $15 million 
to stimulate research, market development, investment, and 
competitiveness in the agriculture and food sector. The new Grow 
Ontario Program will strengthen the capacity of small and medium- 
sized farm and food sector groups and rural communities to compete 
in the global marketplace. The Minister of Agriculture, Food, and 
Rural Affairs, the Honourable Noble Villeneuve, will provide details. 


A tax rebate 


To assist Ontario's farmers further and provide additional economic to upgrade or 


stimulus in rural areas, | will provide a rebate of the eight per cent 


Retail Sales Tax paid on building materials purchased by commercial modernize 
farmers to upgrade or modernize farm operations after today and on farm 
or before March 31, 1997. operations 


CUTTING TAXES, CREATING JOBS 


While our economy is growing again, Ontarians know that— however 
competitive we may be abroad — the benefits are not yet being felt 
by many here at home. 


Too many people are out of work in Ontario. Even those who are 
working have seen their standard of living fall. Men and women who 
work hard to raise their families and keep their homes, who in many 
cases have not seen a pay raise in several years, have been 
hammered by years of tax increases. In the past 10 years provincial 
taxes have been raised 65 times. That includes 11 increases in 
Ontario’s personal income tax. In good times and bad, the 
government has put its hand deeper and deeper into the pockets of 
Ontario’s people. 


As a result, in real inflation-adjusted terms, the take-home pay of the 
average Ontario worker is lower today than in 1985. 


Ontario can and must do better — much better. 


1996 Ontario Bupcet — 29 


Unless we 
reduce our 
current 
levels of 
taxation, we 
will never 
return to 
prosperity 


Exempting 
the first 
$400,000 in 
annual 
payroll from 
the Employer 
Health 
payroll tax 


Our economy has the capacity to produce billions of dollars a year 
more in additional economic output than it is producing today. The 
use of our existing plants and equipment could be much higher; and if 
that were the case, production would rise. There is no need for us to 
accept a rate of growth that keeps good people out of work and good 
Capacity out of use. 


Unless we reduce our current levels of taxation, we will never return 
to prosperity. We will never create enough jobs to give Ontarians a 
secure future. We will never generate enough revenues to balance 
the Budget. 


To build a better future, we have to give Ontario’s economy a break. 
We have to give the people of Ontario and future generations a break. 


Cutting payroll taxes that kill jobs 


During the 1980s, small businesses were the province’s largest 
source of new jobs. Yet in the 1990s they have suffered major job 
losses. 


A big part of the problem is the heavy payroll tax burden borne by 
small business. 


To help businesses create jobs, | am fulfilling today our commitment 
to exempt the first $400,000 in annual payroll from the Employer 
Health payroll tax. This tax cut will be introduced in three steps, 
starting January 1, 1997, and will be fully implemented on January 1, 
1999. 


Ontarians want to see small businesses expand and hire new 
workers. Yet the current payroll tax penalizes them for doing exactly 
that. It increases the ongoing cost of hiring a new worker by as much 
as four per cent for a small and growing business. In addition, the 
payroll tax imposes a substantial and unnecessary paperwork burden 
on employers who may have only a single employee. Ontario and 
Quebec are the only provinces that impose a provincial payroll tax on 
small employers. 


The former government changed this tax five times without fixing its 
underlying problems. Their one-year tax exemption for increased 
payrolls added to the paperwork burden on employers, and it did not 
provide permanent tax relief. | am replacing it with a permanent tax 
reduction. 


By 1999, 88 per cent of Ontario employers will no longer have to pay 
this job-killing tax. That means 270,000 employers can spend less 
time filling out forms for the government and more time doing 
productive work. This tax cut will remove a barrier that discourages 
small and growing businesses from creating jobs. 


To reduce the payroll tax burden further, we will deliver on our 
commitment to reduce the average Workers’ Compensation 
assessment rate by five per cent. 
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Cutting income taxes by 30 per cent over three years 


We will also cut taxes for the people of Ontario — providing real and 
immediate benefits from our actions to make government smaller, and 


helping to create the jobs that people want. 


My colleagues and | said we would cut personal income taxes by an 
average of 30 per cent over three years, with half of that cut to be 
provided in our first Budget. We promised that Ontarians with higher 
incomes would pay their fair share for the health care system. Today 


we are delivering on those promises. 
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Ontario’s income tax rate will be cut by 30.2 per cent 
over three years. 


The first step will take effect this July 1, 1996 — less 
than 60 days from today. That is the earliest date 
allowed under the federal-provincial tax collection 
agreement. The amount of income tax deducted from 
people’s paycheques will be reduced starting July 1 to 
reflect a tax rate of 54 per cent of Basic Federal Tax 
for the second half of 1996. That’s down from 58 per 
cent at present. 


The second step will take effect on January 1, 1997. 
Beginning January 1, 1997, Ontario’s income tax rate 
will be 49 per cent of Basic Federal Tax. That will 
bring us slightly more than half-way to a 30.2 per cent 
cut in Ontario’s tax rate. 


The rest of the tax cut will be phased in between 1997 
and 1999. In 1999, Ontario’s tax rate will be 40.5 per 
cent. That’s 30.2 per cent less than it is today. 


When the tax cut is fully implemented, 520,000 
taxpayers with modest incomes will get a tax cut that 
is greater than 30 per cent. Another 635,000 
individuals with lower incomes will continue to pay no 
Ontario income tax at all. 


Those with higher incomes will pay a Fair Share 
Health Care Levy. In the Common Sense Revolution 
we proposed that this levy take the form of a tax on 
taxable incomes. The federal government has refused 
to implement the tax that we designed. Therefore, the 
Fair Share Health Care Levy will be incorporated into 
Ontario’s existing surtax. For example, a single 
individual with no dependants will pay the Fair Share 
Health Care Levy only if his or her salary exceeds 
$52,315 a year. The levy will be adjusted as the tax 
cut is phased in. The payroll tax on the self-employed 
will be eliminated. The additional revenues the Fair 
Share Health Care Levy generates will offset the loss 
from the new Employer Health Tax exemption. 
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It is a privilege, on behalf of the Government and people of Ontario, 
to introduce today legislation that will cut Ontarians’ taxes this July 
1st and again on January 1st, 1997. 


The benefits of these measures are clear: 


91 per cent ¢ 91 per cent of all taxpayers will see an Ontario tax cut 
of all of 30 per cent or greater. 
taxpayers ¢ All taxpayers with incomes of $60,000 or less will see 
will see an their Ontario taxes fall by 30 per cent or more. 
Ontario tax ¢ 64 per cent of the sata from oe tax cut will be 
concentrated on middle-income Ontarians earning 
ale eee between $25,000 and $75,000 a year. 
greater. ¢ For those with higher incomes, the 30.2 per cent rate 


cut will be offset in part by the Fair Share Health Care 
Levy. Everyone will see his or her taxes cut, but the 
percentage benefits will be greater for those with 
moderate and modest incomes. Ontario’s income tax 
system will be more progressive when the tax cut is 
fully implemented than it is today. That’s fair for 
everyone. 


¢ The marginal tax rate on those with higher incomes — 
which can be almost 55 per cent for a self-employed 
entrepreneur and which poses a significant 
disincentive to investment — will be reduced to 49.6 
cents on each additional dollar earned, the second 
lowest in Canada. 


¢ Best of all, these tax cuts will mean more jobs for 
Ontarians. People will have more dollars to spend, 
more dollars to pay down their debts, more dollars to 
invest in new businesses, and more incentive to 
create jobs in Ontario. 


| can remember, only a few short years ago, when governments 
thought taxes could go in only one direction: up. This Budget does 
just the opposite. It cuts taxes a total of 10 times. 


CONCLUSION 


This is a Budget for the people of Ontario. This is a Budget that: 
¢ Spends taxpayers’ dollars more wisely; 

@ Promotes job creation in the private sector; 

® Helps those in genuine need; and 
+ 


Reduces the tax burden on middle-income and low- 
income taxpayers. 
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Reducing the deficit will mean lower borrowing costs. Lowering 
borrowing costs means we will have more money to invest in the 
programs that Ontarians value the most. Creating efficiencies in 
government reduces the burden on all of us. 


The changes we are making are based on our belief that Ontario can 
have a better future: 
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An Ontario that has freed its children and 
grandchildren from the burden of government deficits 
and growing debt. 


An Ontario that provides programs that will take care 
of people in need of permanent help and gives a hand 
up to those requiring temporary assistance. 


An Ontario that leads Canada in jobs, in investments, 
in health care, in education and community safety. 


An Ontario that creates a society that not only believes 
in compassion and justice, but has the financial 
capacity to make it a reality. 


To set Ontario in this new direction has taken vision and courage, 
which have been the hallmark of Premier Mike Harris’ leadership. 
| salute him for his leadership, and thank him for his support. 


We have heard the people of Ontario. The people of Ontario told us 


they want a Government that works for them and not the other way 


around. 


They want an Ontario where hard work is rewarded, where initiative is 


encouraged. 


They want an Ontario where their children can grow, where young 
people have hope and opportunity. An Ontario where social justice 


and fiscal responsibility are the rule rather than the exception. 


These are the principles and beliefs my son Justin shared. They can 


be tomorrow’s reality. 


With the initiatives announced today, the people of Ontario can meet 


the challenges of the twenty-first century confident that tomorrow will 
be better than today for themselves — and for their children. 
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“The people of Ontario want to know that tomorrow will 
be better than today — for themselves, and for their 
children.” 
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Your Ontario Tax Cut 


BUDGET PAPER A: 
YOUR ONTARIO TAX CUT 


Introduction 


Your Ontario income tax cut 


Cutting the Employer Health Tax 


Details of changes to the Income Tax Act and the Employer Health Tax Act 


Details of changes to other tax statutes 


Introduction 


The 1996 Ontario Budget cuts income taxes for all Ontarians. 


o Ontario’s income tax rate will be cut by 30.2 per cent over three years. 


+ The Ontario Tax Reduction for low-income taxpayers will be changed so that more low- 
income taxpayers will benefit from it. This means low-income taxpayers will see a tax cut 
that is greater than 30.2 per cent. 


® A Fair Share Health Care Levy will be incorporated into the existing income tax surtax. 
This means higher-income taxpayers will see a tax cut, but it will be less than 30.2 per 
cent. 


The income tax cut will be phased in. 


The first step will take effect July 1, 1996. Ontarians will start to see the savings in their 
paycheques for the pay periods starting July 1. 


The second step will take place on January 1, 1997. The tax cut will be fully in place 
in 1999. 


The 1996 Ontario Budget also introduces an exemption from the Employer Health Tax 


on the first $400,000 of Ontario payroll costs. This measure will especially assist 
smaller employers. 
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Your Ontario Income Tax Cut 
Ontario’s income tax cut will make the tax system fairer. 


+ Every taxpayer will get a tax cut. 


+ Every taxpayer with less than $60,000 of income will get a tax cut of 30 per cent or 
greater. 


& Taxpayers with low incomes will get the largest percentage tax cuts. 


+ The top 10 per cent of taxpayers will get an average tax cut of less than 30 per cent due to 
the Fair Share Health Care Levy. 


Average 
Ontario Tax Cut 
Share of All When Fully 
Income Group Taxpayers implemented 
$ % % 
Less than 14,900 10.0 41.4 
14,900 - 19,175 10.0 Sout 
19,175 - 23,530 10.0 Be 
23,530 - 28,000 10.0 31.8 
28,000 - 32,500 10.0 31.4 
32,500 - 37,700 10.0 30.9 
37,700 - 44,050 10.0 60:5 
44,050 - 53,200 10.0 30.4 
53,200 - 67,300 10.0 30.3 
67,300 - 69,250 1.0 29.6 
69,250 - 71,750 1.0 29:3 
71,750 - 74,600 1.0 28.4 
74,600 - 78,500 1.0 210 
78,500 - 83,700 1.0 26.6 
83,700 - 90,750 1.0 25.6 
90,750 - 102,500 1.0 24.6 
102,500 - 123,000 1.0 Zoe 
123,000 - 172,500 1.0 21.7 
172,500 - 247,500 0.5 19.6 
247 ,500+ 0.5 17.9 
Total/Average 100.0 31.8 


Includes impact of income tax rate cut, Ontario Tax Reduction adjustment, and Fair 


Share Health Care Levy. 
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A More Progressive Tax System 


Ontario’s income tax cut, combined with the Ontario Tax Reduction and the Fair Share 
Health Care Levy, will make the tax system more progressive. 
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When the tax cut is fully implemented, the top 10 per cent of Ontario taxpayers--those 
with individual incomes above $67,300--will pay 45.0 per cent of Ontario’s personal 
income tax revenues. Without these changes in Ontario’s income taxes, they would pay 
42.2 per cent of Ontario personal income tax revenues. In other words, their share of the 
total Ontario personal income tax burden will go up by 6.6 per cent. (45.0 is 6.6 per cent 
more than 42.2.) 


When the tax cut is fully implemented, the top 1 per cent of Ontario taxpayers--those with 
individual incomes above $172,500--will pay 18.4 per cent of Ontario’s personal income 
tax revenues. Without these changes in Ontario’s income taxes, they would pay 16.4 per 
cent of Ontario personal income tax revenues. In other words, their share of the total 
Ontario personal income tax burden will go up by 12.2 per cent. (18.4 is 12.2 per cent 
more than 16.4.) 


When the tax cut is fully implemented, the 20 per cent of Ontario taxpayers with the lowest 
incomes--those with individual incomes below $19,175--will pay 2.9 per cent of Ontario’s 
personal income tax revenues. Without these changes in Ontario’s income taxes, they 
would pay 3.1 per cent of Ontario’s personal income tax revenues. In other words, their 
share of the total Ontario personal income tax burden will go down by 6.5 per cent. (2.9 
is 6.5 per cent less than 3.1.) 


Percentage Change in Share of 
Total Income Tax Revenues, 1999 


% Change Deciles of Taxpayers by Income 
10 


0-15 15-19 19-23 23-28 28-33 33-38 38-44 44-53 53-67 67+ 
Income in Thousands of Dollars 


Each Bar Represents 10% of Ontario Taxpayers 
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2nd Lowest Top Marginal Personal Income Tax Rate in 1999 


Changes to Ontario’s income tax will make Ontario’s top tax rate more competitive with 
those of other provinces. That means that more entrepreneurs and more people with 
specialized skills will choose to locate in Ontario. 


+ Currently, the top marginal tax rate is highest for entrepreneurs, because of the application 
of the Employer Health Tax on self-employment income, which is being phased out. No 
other province imposes such a tax. 


® When the tax cut is fully implemented, Ontario's top marginal tax rate will be second 
lowest among the provinces, including entrepreneurs. 


Top Marginal Personal Income Tax Rates 


Marginal Tax Rate (%) 
60 


Self-employed person toda 


Wage earner toda When tax cut is 
55 fully implemented 


50 
: q 


40 
BC ON QUE SASK NB NFLD MAN PEI NS ON ALTA 


Combined federal and provincial personal income taxes. 
Other provinces' rates reflect commitments up to April 30, 1996. 


4 — 1996 Ontario Bupcet 


Cutting the Employer Health Tax 


Beginning in 1999, the first $400,000 of an employer's Ontario payroll will be exempt 
from this tax. The exemption will be phased in over three years, as follows: 


o For 1997, the first $200,000 of payroll will be exempt from tax. 
+ For 1998, the first $300,000 of payroll will be exempt from tax. 
+ For 1999 and later years, the first $400,000 of payroll will be exempt from tax. 


This exemption will help small businesses create jobs. It will reduce the marginal 
ongoing payroll tax cost of hiring one new employee by as much as four per cent for a 
small business. 


This exemption will also significantly reduce the paperwork burden on small employers. 
By 1999, 270,000 or 88 per cent of private-sector employers will no longer have to file a 
payroll tax return. 


Private-Sector Employers Required to Pay 
the Employer Health Tax 


# of EHT Filers 


Aro 916 1 9.907 1 O68 19:99 
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DETAILS OF CHANGES TO THE INCOME TAX ACT AND THE 
EMPLOYER HEALTH TAX ACT 
The following sections provide further information on the personal income tax cut and 


the employer health tax cut. For precise information, the reader is advised to consult 
the amending legislation. 


Income Tax Act 


Tax Rate Reduction 


+ For the 1996 taxation year, the Ontario income tax rate will be reduced to 56 per cent of 
Basic Federal Tax from 58 per cent of Basic Federal Tax. 


= From July 1, 1996 to December 31, 1996, tax will be withheld at source at the rate of 
54 per cent of Basic Federal Tax. 


> Effective January 1, 1997, the Ontario income tax rate will fall to 49 per cent of Basic 
Federal Tax. 


O When the tax cut is fully phased in, the Ontario income tax rate will be 40.5 per cent of 
Basic Federal Tax. 


Fair Share Health Care Levy 


+ The Fair Share Health Care Levy (FSHCL) will be incorporated into the existing surtax on 
Ontario income tax. The entire surtax will be the FSHCL. 


For the 1996 taxation year, the FSHCL will equal 20 per cent of Ontario income tax in 
excess of $5,310 plus 13 per cent of Ontario income tax in excess of $7,635. 


-- From July 1, 1996 to December 31, 1996, the FSHCL will be calculated as 20 per 
cent of Ontario income tax in excess of $5,120 plus 16 per cent of Ontario income 
tax in excess of $7,270 for purposes of tax withholdings at source. 


6 Effective January 1, 1997, the FSHCL will equal 20 per cent of Ontario income tax in 
excess of $4,650 plus 24 per cent of Ontario income tax in excess of $6,360. 


® When fully phased in, the FSHCL will equal 20 per cent of Ontario income tax in excess of 
$3,845 plus 36 per cent of Ontario income tax in excess of $4,800. 


Ontario Tax Reduction 


+ Concurrent with the phase in of the income tax rate cut and the introduction of the Fair 
Share Health Care Levy, the Ontario Tax Reduction program is being changed to benefit 
more lower-income taxpayers. 


+ For the 1996 taxation year, the basic reduction will be $198 and the amount in respect of 
each dependent child age 18 or under and each disabled dependant will be $382. 


- From July 1, 1996 to December 31, 1996, the basic reduction will be $191 and the 
amount in respect of each dependent child age 18 or under and each disabled 
dependant will be $369 for purposes of tax withholdings at source. 
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& Effective January 1, 1997: 


- Reflecting the fall in the income tax.rate to 49 per cent the basic reduction will be 
$174 and the amount in respect of each dependent child age 18 or under and each 
disabled dependant will be $335; and 


— The formula for calculating the tax reduction will be set at twice the individual’s 
personal amount (i.e., the sum of the basic reduction and the amounts claimed in 
respect of eligible children and disabled dependants) minus Ontario income tax. 


* When the adjustments are fully implemented the basic reduction will be $145 and the 
amount in respect of each dependent child age 18 or under and each disabled dependant 
will be $280. 


Concordance with the Income Tax Act (Canada) 


+ The Income Tax Act will be amended to conform with changes to the Income Tax Act 
(Canada). 


+ Other minor administrative adjustments will also be introduced. 


All enquiries regarding personal income tax changes should be directed to: 
Taxation Policy Branch 
Ministry of Finance 
5th Floor, Frost Building South 
7 Queen's Park Crescent East 


Toronto, Ontario 

M7A 1Y7 
English: 1-888-562-4769 (or 1-888-JOB-GROW) 
French: 1-888-562-4769 (or 1-888-JOB-GROW) 
Teletypewriter (TTY): 1-800-263-7776 


Employer Health Tax Act 


Employer Health Tax Exemption 


+ Beginning January 1, 1999, employers will be exempt from tax on the first $400,000 of 
Ontario payroll. The exemption will be phased in over three years as follows: 


— For 1997, the first $200,000 of payroll will be exempt from tax; 

— For 1998, the first $300,000 of payroll will be exempt from tax; 

- For 1999 and subsequent years, the first $400,000 of payroll will be exempt from tax. 
Tax Rate 


¢ The tax rate applicable to the payroll for the year will be the tax rate that would otherwise 
apply before deducting the exemption for the year. 


Tax Instalments 
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e An employer will not be required to remit tax instalments until the cumulative payroll for the 
year exceeds the employer’s exempt amount for the year. 


+ Once the exempt amount has been reached, the determination of whether tax instalments 
must be remitted monthly or quarterly will continue to be based on the employer's total 
payroll for the year. 


o The amount of the tax instalment payable will continue to be based on the payroll in the 
previous month or quarter, as applicable. 


Associated Employers 


6 The exemption amount for the year must be shared among associated employers. 


> All employers in an associated group must enter into an agreement allocating the 
exemption for the year. The agreement must be filed by March 15 of the following year 
with the annual return. 


¢ If an associated employer does not enter into the allocation agreement for the year, all of 
the employers in that associated group will be denied the exemption for that year. 


Part-Year Employers 


+ Where an employer opens or closes a business during the year, the exemption will be 
prorated by the number of days in the calendar year that the business is in operation. 


Exclusions 


e Employers currently excluded from the one-year tax holiday on increases in payroll will not 
be eligible for the exemption. These employers include: 


- Public sector employers, including federal, provincial and municipal governments, 
universities, colleges, school boards and hospitals; and 


- Certain persons exempt from income tax under subsection 149(1) of the Income Tax 
Act (Canada), such as municipal and provincial corporations and trusts. 


Tax Holiday 


% Effective for 1997 and subsequent years, the one-year tax holiday on increases in payroll 
will be eliminated. 


Self-Employed Individuals 


& Self-employed individuals currently pay Employer Health Tax on net self-employment 
income in excess of $40,000. The tax rate ranges from .98 per cent on net self- 
employment income under $200,000 to 1.95 per cent on net self-employment income over 
$400,000, before deducting the $40,000 exemption. A tax credit equal to 22 per cent of 
the tax payable is provided to compensate for the non-deductibility of the tax for income 
tax purposes. 


+ Effective for 1999 and subsequent years, the Employer Health Tax on self-employment 
income will be eliminated. 


¢ The existing $40,000 exemption will be increased to $200,000 for 1997 and to $300,000 
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for 1998 to conform with the exemption for employers. 


O For 1997 and 1998, the tax rate on self-employment income in excess of the exemption 
will be 1.95 per cent. 


O The 22 per cent tax credit provided to compensate for the non-deductibility of the self- 
employed health tax for income tax purposes will be maintained for 1997 and 1998. 


Other Amendments 


¢ Employers will be required to include in total Ontario remuneration certain amounts paid to 
or deemed to have been received by former employees: 


a Effective May 8, 1996, employers will be required to include in total Ontario 
remuneration the amount of bonuses and other lump-sum payments made in the 
year to former employees; and 


= Effective 1997, employers will be required to include in total Ontario remuneration 
the amount of stock options benefits received in the year by former employees in 
respect of shares of the employer or shares of a corporation with which the employer 
does not deal at arm’s length. 


+ Effective May 8, 1996, trustees in bankruptcy will be required to notify the Ministry of 
Finance of their appointment within 10 days thereof, and the bankrupt employer will be 
required to file a pre-bankruptcy return for the year and any outstanding return for the 
previous year within 40 days of the date of bankruptcy. 


All enquiries regarding employer health tax changes should be directed to: 
Employer Health Tax Branch 
Ministry of Finance 
P. O. Box 627 
33 King Street West 


Oshawa, Ontario 

L1H 8H5 
English: 1-888-562-4769 (or 1-888-JOB-GROW) 
French: 1-888-562-4769 (or 1-888-JOB-GROW) 
Teletypewriter (TTY): 1-800-263-7776 
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DETAILS OF CHANGES TO OTHER STATUTES 


The following sections provide further information on changes to labour sponsored 
investment funds, race tracks tax, retail sales tax, tobacco tax, land transfer tax and 
corporations tax. For precise information, the reader is advised to consult the amending 
legislation. 


Labour Sponsored Venture Capital Corporations Act 


Concordance with the Income Tax Act (Canada) 


o The provisions relating to labour sponsored investment fund corporations (LSIFs) will be 
amended to harmonize with the proposed 1996 federal budget changes for labour 
sponsored venture capital corporations with respect to the following: 


The tax credit will be reduced from 20 per cent to 15 per cent of the cost of LSIF 
shares acquired after May 6, 1996; 


The maximum annual investment eligible for a tax credit will be reduced from $5,000 
to $3,500 for shares acquired after May 6, 1996; 


For shares acquired after May 6, 1996, the articles of Ontario registered LSIF 
corporations must be amended before 1997 to restrict the registration of share 
transfers and to increase the minimum holding period from five to eight years, 
including where individuals retire, reach age 65 or cease to be residents of 
Canada; and 


An individual redeeming a share after May 6, 1996 may not claim an LSIF tax credit 
for the taxation year in which the redemption occurs and the following two taxation 
years, unless the tax credit in respect of the redeemed share is repaid. 


Investment Requirements 


Y For capital raised prior to May 7, 1996, the following rules apply: 


At least 70 per cent of the capital raised must be invested in eligible investments by 
the earlier of the former time limits or December 31, 1997; 


No more than 51 per cent of the capital required to be invested may be invested in 
reporting issuers (as defined in the Securities Act) at the time of investment; and 


At least 10 per cent of the capital required to be invested must be invested in small 
businesses (less than $5 million in assets and 50 employees). 
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For capital raised after May 6, 1996, the following rules apply: 


- At least 50 per cent of the capital raised after May 6, 1996 and during the first 
60 days of 1997 must be invested in eligible investments by December 31, 1997, 
and at least 70 per cent of the capital must be invested in eligible investments by 
December 31, 1998; 


= For calendar years after 1997, at least 50 per cent of the capital raised during the 
first 60 days of the year and after the first 60 days of the preceding year, must be 
invested in eligible investments by December 31 of the year and at least 70 per cent 
of the capital must be invested in eligible investments by December 31 of the 
following year; 


- No more than 15 per cent of the capital required to be invested in each period can be 
invested in reporting issuers (as defined in the Securities Act) at the time of 
investment; and 


- At least 10 per cent of the capital required to be invested in each period must be 
invested in small businesses (less than $5 million in assets and 50 employees). 


Failure to meet these investment requirements will result in the suspension of Ontario tax 
credit certificates being issued until the Minister is satisfied the LSIF is in compliance with 
the investment requirements. 


The new requirement for investment in small businesses will replace the existing 
requirement for LSIFs to invest in small businesses where investments are held in large 
businesses. 


All enquiries regarding the labour sponsored venture capital corporation 
changes should be directed to: 

Tax Credits and Grants Branch 

Ministry of Finance 

P. O. Box 624 


33 King Street West 

Oshawa, Ontario 

L1H 8H8 
English: 1-888-562-4769 (or 1-888-JOB-GROW) 
French: 1-888-562-4769 (or 1-888-JOB-GROW) 
Teletypewriter (TTY): 1-800-263-7776 
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Race Tracks Tax Act 


Tax Rate 


O Effective upon proclamation, the tax rate on all wagers is reduced to 0.5 per cent from 9 
per cent on triactor bets and from 7 per cent on all other bets. 


All enquiries regarding the race tracks tax changes should be directed to: 

Retail Sales Tax Branch 

Ministry of Finance 

P. O. Box 623 

33 King Street West 

Oshawa, Ontario 

L1H 8H7 
English: 1-888-562-4769 (or 1-888-JOB-GROW) 
French: 1-888-562-4769 (or 1-888-JOB-GROW) 
Teletypewriter (TTY): 1-800-263-7776 


Retail Sales Tax Act 


1-800 and 1-888 Toll-Free Telephone Services 


6 1-800 and 1-888 toll-free telephone services purchased by subscribers, other than 
residential subscribers, are exempt from retail sales tax effective July 1, 1996. 


Temporary Rebate on Building Materials for Farmers 


Persons engaged in the business of farming may apply for a retail sales tax rebate on building 
materials purchased between May 8, 1996 and March 31, 1997 and used to construct or 
modernize a qualifying building or structure. 


Qualifying Buildings 


+ Qualifying buildings are buildings used exclusively for farm use, such as barns, 
greenhouses, silos or similar structures. 


All enquiries regarding the retail sales tax changes shouid be directed to: 
Retail Sales Tax Branch 
Ministry of Finance 
P.O. Box 623 
33 King Street West 


Oshawa, Ontario 

L1H 8H7 
English: 1-888-562-4769 (or 1-888-JOB-GROW) 
French: 1-888-562-4769 (or 1-888-JOB-GROW) 
Teletypewriter (TTY): 1-800-263-7776 


12 — 1996 Ontario Bupcet 


Tobacco Tax Act 


Change to Method of Calculating Tobacco Tax 


Effective May 8, 1996, Ontario's tobacco tax will be calculated as a base tax plus a harmonized 
federal-provincial tax. 


Calculation of Tax 


The base tax is 24 per cent of the average retail price per pack of 25 cigarettes (net of RST, 
GST, Ontario tobacco tax and federal tobacco levies), converted to a per cigarette price, and 
rounded to the nearest one tenth of a cent. Until the average retail price and the resulting per 
cigarette base tax are regulated, the base tax rate will remain at 1.7 cents per cigarette, per 
tobacco stick and per gram or part gram of cut tobacco. 


The harmonized federal-provincial tax is 100% of any future changes in federal excise tax and 
federal excise duty for cigarettes, all converted to a per cigarette basis and rounded to the 
nearest one tenth of a cent. 


Application of Tax 


The per cigarette tax as calculated above applies to each cigarette, tobacco stick, gram or part 
gram of cut tobacco purchased in Ontario. 


To ensure consistency, wholesalers will receive written notification from the Motor Fuels and 
Tobacco Tax Branch of the Ministry of Finance whenever there is a change in Ontario's tobacco 
tax. 


All enquiries regarding the tobacco tax changes should be directed to: 
Motor Fuels and Tobacco Tax Branch 
Ministry of Finance 
P. O. Box 625 
33 King Street West 


Oshawa, Ontario 

LiH 8H9 
English: 1-888-562-4769 (or 1-888-JOB-GROW) 
French: 1-888-562-4769 (or 1-888-JOB-GROW) 
Teletypewriter (TTY): 1-800-263-7776 


Land Transfer Tax Act 


Refund on Purchases of Newly Constructed Homes by First-time Home Buyers 


Effective for registered and unregistered conveyances that occur after May 7, 1996, first-time 
home buyers will be eligible to receive a refund of land transfer tax paid on the purchase of 
newly constructed homes. The refund will be available for agreements of purchase and sale 
executed on or before March 31, 1997 with registered and unregistered conveyances that occur 
on or before June 30, 1997. 
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Amount of Refund 


+ The refund will be the entire amount of tax paid or payable up to a maximum of $1,725. 


First-Time Home Buyers 


¢ A first-time home buyer is an individual, at least 18 years of age, who has never owned a 
home anywhere in the world and whose spouse has not owned a home anywhere in the 
world while he or she was a spouse of the individual. 


% An additional requirement is that the newly constructed home be used as the principal 
residence by the first-time home buyer. 


Newly Constructed Home 


* A newly constructed home is one that qualifies for the Ontario New Home Warranties Plan 
and that is sold by a vendor as defined in the Ontario New Home Warranties Plan Acct. 


Electronic Registration of Deeds 


6 The Land Transfer Tax Act (LTTA) will be amended to facilitate electronic registration of 
deeds. Sections of the LTTA dealing with imposing, collecting and recording liability will 
be amended. This change is effective June 1, 1996. 


All enquiries regarding the land transfer tax changes should be directed to: 
Motor Fuels and Tobacco Tax Branch | 
Ministry of Finance 
P. O. Box 625 
33 King Street West 


Oshawa, Ontario 

L1H 8H9 
English: 1-888-562-4769 (or 1-888-JOB-GROW) 
French: 1-888-562-4769 (or 1-888-JOB-GROW) 
Teletypewriter (TTY): 1-800-263-7776 


Corporations Tax Act 
Ontario Film and Television Tax Credit 


To harmonize with federal changes to film tax incentives, Ontario will provide a 
refundable film and television tax credit for eligible Ontario-based productions. The 
credit will generally be at a rate of 15 per cent of qualifying labour expenditures incurred 
after June 30, 1996, with first-time productions eligible for a 30 per cent rate. Qualifying 
labour expenditures cannot exceed 48 per cent of the cost of the production. 


Eligible Ontario Production 
& An eligible Ontario production is a film or television production that is a “Canadian film or 


video production” for purposes of the federal Canadian film or video production tax credit 
in proposed section 125.4 of the Income Tax Act (Canada) and proposed Regulations 
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thereto, provided that: 


~_ the Ontario Minister of Citizenship, Culture and Recreation will be responsible for 
certifying an eligible production for Ontario purposes, 


— the production must be allotted not less than eight points in accordance with the 
proposed federal Regulations, 


— _ the individual who is the producer must be an Ontario producer, 
— at least 75 per cent of all production costs must be Ontario costs, 
— the following types of productions will also be excluded: 

¢ magazine format programming 

e variety shows 

e educational or instructional programming 

¢ programming not shown in prime time 

e service productions 


¢ productions where the initial broadcast is shown by a Canadian broadcaster that 
is associated with the qualifying production company, 


—_ the production must be shown in Ontario by an Ontario-based theatrical film 
distributor or a Canadian broadcaster within two years, and 


_ all principal photography and post-production must occur in Ontario with the 
exception of treaty co-production where either principal photography or post- 
production must occur in Ontario and with the exception of documentary productions 
where principal photography may occur outside Ontario. 


Qualifying Production Company 


o A qualifying production company will be an Ontario-based corporation that meets the 
proposed definition of qualified corporation for purposes of the federal Canadian film or 
video production tax credit, except that the reference to “exempt from tax” will include a 
reference to exempt from taxation under the Corporations Tax Act. 


Qualifying Labour Expenditures 


6 The computation of qualifying labour expenditures will harmonize with the federal method 
used in the definitions “qualified labour expenditure” and “labour expenditure” in proposed 
section 125.4 of the Income Tax Act (Canada), except that the expenditures will be 
restricted to salaries, wages and remuneration incurred after June 30, 1996 and payable 
to individuals in Ontario. 


+ Qualifying labour expenditures will not be reduced by the Canadian film or video 
production tax credit. 


Tax Credit Calculation 


% Except for first-time productions, the rate for the Ontario film and television tax credit will 
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be 15 per cent of qualifying labour expenditures. 


® For first-time productions, the Ontario film and television tax credit will be the greater of: 
(i) $15,000, or 


(ii) 30 per cent of the first $240,000 of qualifying labour expenditures plus 15 per cent 
of any qualifying labour expenditures in excess of that amount. 


$ The Ontario film and television tax credit otherwise available will be limited to: 


- a maximum per production of $1.5 million for an eligible television series production 
and $500,000 for all other eligible Ontario productions; and 


— a maximum of $2 million per corporation or associated group for all productions 
commenced in a year. 


First-Time Productions 


+ A first-time production is: 
(i) a feature film, 
(ii) a documentary, or 
(iii) a stand-alone television production suitable for a minimum 30 minute time slot, 


where a producer has no more than one previous screen credit in a commercial 
production and has not participated as a producer in a production that previously 
earned an Ontario film and television tax credit. 


Administration 


+ A certificate of eligibility must be obtained from the Ontario Film Development Corporation, 
by filing the necessary information after June 30, 1996. 


® A corporation or associated group will not be issued certificates of eligibility exceeding 
$2 million in respect of all projects starting in a year for purposes of the Ontario film and 
television tax credit. 


+ The certificate(s) of eligibility must be filed with the corporation’s provincial income tax 
return when the credit is claimed. 


Refunds 


@ The credit will be applied against outstanding Ontario tax liabilities and any excess will be 
refundable, subject to the corporate minimum tax. 


¢ The Ontario film and television tax credit is assignable. 


Effective Dates 


7 This measure will be effective for qualifying expenditures incurred after June 30, 1996 in 
respect of productions where the principal photography commenced after May 7, 1996. 
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Temporary Capital Tax Surcharge on Banks 


Effective May 8, 1996, Ontario will harmonize with the federal measure to impose a 
temporary surcharge on the capital tax of large banks. 


4 


The surcharge will be levied at a rate of 10 per cent on the capital tax of a bank’s taxable 
capital over $400 million, multiplied by the Ontario allocation. 


The surcharge will be in effect from May 8, 1996 until October 31, 1997. For taxation 
years that include May 8, 1996, the tax will be prorated on the basis of the number of days 
in the taxation year after May 7, 1996. 


A bank’s capital tax liability, up to the cumulative amount of the surcharge, may be 
reduced by the Bank Small Business Investment Tax Credit. 


Bank Small Business Investment Tax Credit 


Effective for eligible investments after May 7, 1996, Ontario will provide a 10 per cent 
capital tax credit for banks that make eligible patient capital investments in Ontario small 
businesses. This credit may be applied to reduce a bank’s capital tax liability, up to the 
total amount of the bank’s additional temporary capital tax surcharge. 


Eligible Investments 


4 


Eligible investments in a taxation year are patient capital investments, which are issued 
in that taxation year to a bank or its specialized financing corporation by a qualifying 
small business. 


- Patient capital investments are certain investments subject to specified minimum 
holding requirements and restrictions on retraction. 


Investments issued to a bank’s specialized financing corporation will qualify for the credit 
to the extent of the bank’s investment in the specialized financing corporation. 


Generally, a qualifying small business is a corporation that: 
carries on business through a permanent establishment in Ontario, 


— is a Canadian-controlled private corporation, the assets of which are used principally 
in an active business carried on primarily in Ontario, and 


- immediately prior to the time of the investment, neither the assets nor revenues of 
the corporation and all associated corporations exceed $5 million. 
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Restrictions on Conversions and Dispositions 


€ Subject to certain limitations, existing investments, other than existing patient capital 
investments, can be converted into eligible investments. 


¢ Generally, where an existing investment is converted into an eligible investment in the 
year, the value of the eligible investment for purposes of the credit will be the fair market 
value of the existing investment immediately before conversion. 


+ Special rules will apply to the dispositions of existing patient capital investments and 
eligible investments. These rules will restrict the amount of credits otherwise available. 


Tax Credit 


+ Where the assets and revenues of a qualifying small business and all associated 
corporations are less than $1 million, the tax credit will be calculated at the rate of 10 per 
cent of the value of the eligible investment. 


6 The credit will be phased-out on a proportionate basis as assets or revenues of the 
qualifying small business and all associated corporations increase from $1 million 
to $5 million. 


+ Tax credits can be claimed in the year they are earned or any subsequent year against a 
bank’s capital tax liability. The maximum credit that can be claimed in any particular year 
is an amount up to the temporary surcharge paid in the year or a prior year, less any 
credits previously claimed. The maximum credits that can be claimed for all years will be 
the total amount of the temporary capital tax surcharge paid in 1996 and 1997. 


Effective Date 


+ This measure will be effective for eligible investments made after May 7, 1996 and before 
January 1, 2000. 


Co-operative Education Tax Credit 


Effective September 1, 1996, Ontario will provide a refundable tax credit to Ontario 
corporations equal to 10 per cent of eligible expenditures incurred in providing qualifying 
co-op work placements for co-op students. The tax credit will be capped at $1,000 per 
student for each co-op work placement. 


Qualifying Co-op Work Placement 


Y The placement must be a co-op work term that counts for credits towards completion of a 
post-secondary co-op education program offered by a provincially (Ontario) assisted post- 
secondary institution (a provincially assisted university, a College of Applied Arts and 
Technology, or an agricultural college). 


8 The definition of a co-op education program for purposes of this tax credit will be based on 
the Canadian Association for Co-operative Education’s definition of co-operative education 
program. 
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Eligible Expenditures 


O) Eligible expenditures are salaries, wages, and other remuneration paid by the Ontario 
corporation to a student in respect of a qualifying co-op work placement and/or payments 
by the Ontario corporation to a university or college in respect of a qualifying co-op work 
placement. 


Ontario Corporation 


o An Ontario corporation will be a corporation that has a permanent establishment in 
Ontario, other than a corporation exempt from tax under the Corporations Tax Act. 


Tax Credit 


% Corporations will receive a refundable tax credit equal to 10 per cent of eligible 
expenditures in respect of a qualifying co-op work placement up to a maximum of $1,000 
per student for each co-op work placement. 


+ The credit will be available to a corporation in the taxation year in which the qualifying co- 
op work placement ends. 


+ The credit will be applied against outstanding Ontario tax liabilities and any excess will be 
refundable, subject to the corporate minimum tax. 


Administration 


+ The college or university must certify that the placement is a qualifying co-op work 
placement. 


Effective Date 


+ The credit will apply to placements commencing after August 31, 1996. 


Concordance with Federal Budget Changes 


+ The Corporations Tax Act will harmonize with federal Income Tax Act changes and 
effective dates announced in the 1995 and 1996 federal budgets that pertain to the 
determination of taxable income for corporations. These include: 


= resource allowance calculation; 

- accelerated depreciation for new and expanded mines; 

= deemed capital cost rules for certain expenditures; 

- flow-through share rules; 

_ rules for scientific research and experimental development; 
_ income tax treatment of life insurers; 


_ elimination of accelerated capital cost allowance for Canadian certified productions; 
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- elimination of joint exploration corporations; 
- rules in respect of specified energy properties and renewable energy expenditures; 
- increased charitable donation limit; and 


- donations of ecologically sensitive land. 


All enquiries regarding the corporations tax changes should be directed to: 
Corporations Tax Branch 
Ministry of Finance 
P. O. Box 622 
33 King Street West 


Oshawa, Ontario 

L1H 8H7 
English: 1-888-562-4769 (or 1-888-JOB-GROW) 
French: 1-888-562-4769 (or 1-888-JOB-GROW) 
Teletypewriter (TTY): 1-800-263-7776 


Interest on Unpaid Taxes and Refunds: Harmonization 
with Revenue Canada 


Ontario will harmonize with the base used by the federal government for the setting of 
interest rates with respect to taxes (Government of Canada treasury bill yields). This 
change will affect the rate charged on overpayments and underpayments of tax. 


Ontario will increase the rate charged on unpaid tax and instalments under all statutes. 
The new rates will be in line with those charged by Revenue Canada. 


To compensate for certain differences between provincial and federal statutes, such as 
the payment of interest on instalments and the treatment of refunds, the Ontario rates 
used for some overpayments may be less than the comparable federal rates. 


Other penalty and interest provisions, such as the instalment interest offset and 
deficient instalment penalty under the Income Tax Act (Canada), will be adopted where 
appropriate. 


The interest base and rate changes will be effective January 1, 1997. Other changes 
will be implemented by March 31, 1997 as computer systems are adjusted to 
accommodate them. 


For enquiries with respect to this measure please call: 


English: 1-888-562-4769 (or 1-888-JOB-GROW) 
French: 1-888-562-4769 (or 1-888-JOB-GROW) 
Teletypewriter (TTY): 1-800-263-7776 
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Technical Amendments 


To improve administrative effectiveness and efficiency and maintain the integrity of the 
tax system various technical amendments will be made to the following acts: 


- Retail Sales Tax Act 

- Tobacco Tax Act 

- Land Transfer Tax Act 
- Corporations Tax Act 
- Mining Tax Act 


As well, changes will be made to the Corporations Tax Act to harmonize with 
amendments enacted in several federal technical bills. 
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Revenue Changes: Table 1 
1996 Budget Impact Summary 


($ million) 
1996-97 Full Year 

Personal Income Tax 

Rate Reduction (1,175) (4,815)* 

Fair Share Health Care Levy 90 260* 
Employer Health Tax 

Employer Health Tax Exemption (60) (260)* 

Self-Employed Individuals (5) (30)* 
Labour Sponsored Venture Capital Corporations 

Concordance with the Income Tax Act (Canada) 105 100 
Race Tracks Tax 

Tax Rate Reduction (65) (85) 
Retail Sales Tax 

1-800 and 1-888 Toll Free Telephone Services (1.5) (25) 

Temporary Rebate on Building Materials for Farmers (20) (20) 
Tobacco Tax 

Change to Method of Calculating Tobacco Tax 0 0 


Land Transfer Tax 


Refund on Purchases of Newly Constructed Homes by First-Time 
Home Buyers (30) (40) 


Corporations Tax 


Retargeted Film Incentive 0 (5) 
Bank Surtax--Small Business Credit 10 0 
Co-operative Education Tax Credit (5) (15) 
Concordance with Federal Budget Changes (1) (5) 
Total Revenue Changes (1 5171) (4,940) 


* 


Reflects full implementation 
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Ontario’s Econom y 
Jobs and Growth 


THE ONTARIO ECONOMY 


Ontario Economy at a Glance 
(Per Cent) 
1995 1996 1997 1998 


Real GDP Growth 2.5 1.9 2.8 3.0 
CPI Inflation 2.4 1.4 1.6 1.8 
Job Growth 1.4 L5 1.9 2.0 


Source: Ontario Ministry of Finance projections 
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ONTARIO ECONOMY 1996-1998 


Highlights 

To ensure that the deficit and other fiscal targets set out in this Steady, solid 
Budget are realistic and achievable, prudent assumptions have growth 

been used to develop a cautious economic forecast. Ontario’s projected 


real Gross Domestic Product (GDP) is projected to grow by 1.9 
per cent in 1996, 2.8 per cent in 1997 and 3.0 per cent in 1998. 


¢ Consumer spending will strengthen as income tax cuts 
boost consumer confidence and put money back into 
the pockets of the people of Ontario. 


¢ Smail business is expected to create the lion’s share 
of new jobs, spurred by income tax cuts, the 
elimination of the Employer Health payroll tax on the 
first $400,000 of payroll, and a much improved 
business climate. 


@ The housing market is reviving with improved 
affordability and renewed confidence. 


+ Export-oriented sectors will continue to lead growth, 
reflecting Ontario’s improved competitive position. 


¢ Investment spending, particularly for machinery and 
equipment, will remain strong as firms reinvest profits 
to improve their global competitiveness. 


Steady, Solid Growth 


Per cent growth 
Sine 


3.0 


H Employment | Projected 
Real GDP 


90-95 1996 1997 1998 


Annual Average 


Sources: Statistics Canada and Ontario Ministry of Finance 
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More Growth and Jobs 


Private Ontario’s economy is beginning to reflect a renewed level of 
sector has confidence. Ontario’s economy rebounded sharply in the 
created second half of 1995, with real GDP up 5.0 per cent in the third 


quarter, and 2.7 per cent in the fourth quarter of 1995. GDP 
growth in the second half of 1995 was more than three times 
the growth in Canada. Recent data show continued economic 


nearly four 
new jobs for 


every job lost growth in Ontario in 1996. 
in the public @¢ Between June 1995 and March 1996, the private 
sector sector created 90,000 jobs. In other words, the 


private sector has created nearly four new jobs for 
every job lost in the public sector. 


@ Ontario consumer confidence rose 3.1 per cent in the 
first quarter of 1996. Toronto-area home sales rose 
70 per cent in March from last year’s low level. 


¢ Ontario’s merchandise exports were up 3.8 per cent 
in January and February from a year ago, despite 
temporary auto plant closures for inventory 
correction. Machinery and equipment export sales 
accounted for most of the gain, increasing by 8.0 per 
cent. 


@ Canadian business confidence rose 1.7 per cent in 
the first quarter of 1996. According to the Conference 
Board business confidence survey, 53.9 per cent of 
Canadian businesses consider Ontario the best 
province in which to invest. 


Job Creation Accelerating 
Employment, thousands 
5,320 
5,300 
5,280 
5,260 
5,240 
5,220 


5,200 


5,180 
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1995 1996 


Source: Statistics Canada. 
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A Framework for Economic Growth 


Cutting taxes, balancing the budget and making government 
more efficient and effective will restore consumer and business 
confidence and pave the way for further private-sector job 


creation. Tax cuts 
. create jobs 
@ Lower personal income taxes will encourage more d 
investment and job creation, especially in Ontario’s anda spur 


small business sector. A survey from the Canadian growth 
Federation of Independent Business found that the tax 

cut is key to increased hiring. When the tax cut is 

fully implemented, Ontario’s top marginal personal 

income tax rate will be the second lowest in Canada. 

Budget Paper D discusses the link between tax 

cuts and job creation. 


e Freezing the minimum wage, exempting the first Breaking the Cycle of Dependency 
$400,000 of payroll from the Employer Health ie ye 
payroll tax and reducing workers’ compensation im 


premiums will cut mandatory payroll costs and 
create jobs. 


Welfare Caseload 


¢ Reform of the social assistance system is 
helping people break the cycle of dependency, 
leading to more jobs and higher levels of SS hl 
income. The number of people on social CEE iy iictnervate are sees Sores ee 
assistance declined by 129,700 between June 
1995 and March 1996, or 9.6 per cent. The 
welfare caseload dropped by 9.8 per cent during this 
period. 


¢ With 90,000 new jobs created in the private sector 
from June to March, Ontarians who had stopped 
looking for work are resuming their job search. Asa 
result, the participation rate has risen 0.7 percentage 
points since September 1995. 


Tax Cuts Will Spur Economic Growth 


Real GDP Growth 
Per cent change, seasonally adjusted at annual rates 


Before tax cuts After tax cuts 


3.0 


Q1-Q2 Q3-Q4 Q1-Q2 Q3-Q4 Q1-Q2 Q3-Q4 
1995 1996 Projection 1997 Projection 


Sources: Statistics Canada and Ontario Ministry of Finance 
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Interest Rates, Inflation and the Dollar 


Declining government deficits and low inflation are leading to 
lower interest rates. Ontario’s economy has contributed 
significantly to Canada’s strong trade performance and this, 
coupled with low inflation, has allowed the dollar to strengthen. 


Low interest + During the spring, short-term interest rates fell below 
rates reflect U.S. rates. This was the first time that Canadian 
. . rates have been below U.S. rates on a sustained 
low inflation basis in more than a decade. However, to be prudent, 
and declining the economic forecast included in this Budget 
government assumes average Canadian short-term rates will be 
deficits above U.S. rates. 


¢ Asinvestors become more confident in Canada’s 
ability to maintain low inflation and in the durability of 
Canada’s dramatically improved fiscal position, long- 
term interest rates should fall. However, to reflect 
prudence, both short- and long-term interest rates are 
assumed to be significantly higher than expected by 
the average private-sector forecast through the 
remainder of 1996 and all of 1997. 


® Inflation in Ontario is projected to remain low, falling 
from 2.4 per cent in 1995 to 1.4 per cent in 1996 and 
averaging 1.7 per cent over the 1997 to 1998 period. 


¢ Continued improvement in Canada’s current account 
balance combined with low inflation should support a 
stronger dollar over the medium term. 


Cautious Interest Rate Assumptions 
(per cent) 


1995a 1996 1997 
3-month Canadian treasury bill rate 


Private-sector survey average 6.9 5.0 Su, 
Ontario’s prudent assumption 6.9 5.6 6.4 
10-year government of Canada bond rate 

Private-sector survey average 8.1 7.6 AV 
Ontario’s prudent assumption 8.1 8.2 8.6 
a=actual 


Sources: Bank of Canada, Ontario Ministry of Finance Survey of Financial 


Market Dealers April 30, and Ontario Ministry of Finance 
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Stronger Growth in Key Trading Partners 


Continued economic growth in the United States and Ontario’s 
strong competitive position support export growth. Ongoing 
growth in the rest of the G-7 will create a larger export market 
for Ontario goods and services. 


¢ The United States is Ontario’s most important export 


market, accounting for about 90 per cent of Private 
international exports. The average private-sector sector 
forecast for U.S. economic growth is 1.9 per cent in 

1996, 2.1 per cent in 1997 and 1.9 per cent in 1998. forecasts 
Although the U.S. economy is currently near full renewed 
capacity, this modest pace of growth is expected to global 
keep inflationary pressures in check. This is growth 


consistent with the projection of moderate non- 
inflationary growth in Ontario. 


@ European growth is expected to pick up as recent 
lower interest rates boost domestic demand and 
business investment. 


¢ The strong yen and continued economic restructuring, 
particularly in the financial industry, are expected to 
keep Japanese growth modest, with real GDP rising 
by an average 2.3 per cent over the 1996 to 1998 
period. 


Private Sector Expects Ontario 


Economy to Outpace G-7 Countries 
1996-98, Average annual per cent growth 


3.5 
3.0 
2.5 
2.0 
1.5 


1.0 


0.5 


es Germany U.S. Japan Rest of G-7* Canada Ontario 


* Britain, France and Italy 
Sources’ Consensus Forecasts, Blue Chip Economic indicators and Ontario Ministry of Finance 
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Autos and 
high-tech 
sector lead 
growth 


Exports Will Continue to Lead Growth 


Ontario exports will continue to be a key source of growth over 
the next three years. Exports are expected to grow faster than 
overall GDP, supported by Ontario’s highly productive 
manufacturing sector, modest growth in U.S. demand and a 
competitively priced Canadian dollar. 


4 


Ontario’s strong competitive position reflects lower 
labour costs, strong capital investment and a 
competitive exchange rate. Since 1991, Ontario’s unit 
labour costs, measured in U.S. dollars, have fallen 
19.2 per cent, compared to a 0.6 per cent decline in 
the U.S. and increases of 28.8 per cent in Germany 
and 52.8 per cent in Japan. 


Although North American auto sales are projected to 
grow marginally over the next few years, North 
American assemblers will build more of the vehicles 
sold here. In addition, auto exports to the rest of the 
world should strengthen as North American-made 
cars displace high-priced European and Japanese 
models. Ontario auto exports are projected to 
surpass last year’s record-breaking level. 


The value of Ontario’s computer hardware and 
software exports has nearly doubled over the last 
three years and telecommunications exports have 
risen by nearly 60 per cent. Worldwide exports of 
high-technology business equipment will remain 
strong. 


Ontario's Manufacturing Competitiveness 
Improves as Unit Labour Costs Decline 


Index of manufacturing unit labour costs 
1980=100, US$ 


300 


250 


200 


150 


ae =F sp. 7 
Ontario 
80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95% 


| 93 94 95 


Sources: U.S. Bureau of Labor Statistics, Statistics Canada and Ontario Ministry of Finance 
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Strength in Business Investment 


Total real business investment is expected to reach a record 


level of $35.4 billion in 1996, and rise by an average annual rate 
of 6.6 per cent over the 1996 to 1998 period. This is much 
stronger than the first half of the 1990s when declines in plant 

construction led to an average annual decline of 0.8 per cent in 
total business investment. 


4 


Investment in machinery and equipment is projected to 
rise by an average 7.3 per cent over the 1996 to 1998 
period. 


Non-residential construction is projected to expand by 
an average 3.0 per cent per year over the 1996 to 
1998 period, following six years of decline. 


According to Statistics Canada’s investment intention 
survey, Ontario business investment in current dollars 
is expected to increase 3.7 per cent in 1996, 
compared to a 1.2 per cent decline for Canada as a 
whole. 


Ontario’s investment is expected to be concentrated in 
the manufacturing and communications sectors, as 
growing firms invest in high-tech machinery and more 
modern industrial and commercial space. Major 
Capital investments in mining and forest production are 
under way in Northern Ontario. (See map on the next 
page.) 

Strong profit growth will provide business with the cash 
flow necessary to finance their investments. Profits as 
a share of provincial income are projected to rise from 
9.5 per cent in 1996 to 11.1 per cent in 1998. 

Excellent cost control, rising demand and Ontario’s 
strong competitive position should support a sustained 
recovery in corporate profits. 


Strong Growth in Ontario Investment 
$1986 Billions 


50 


Projected 


Machinery and Equipment 
40 BM Non-residential Construction 


30 
20 
10 


0 "85 86 87 88 89 90 91 92 93 94 95 96 97 98 


Sources: Statistics Canada and Ontario Ministry of Finance. 
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Over $2 
billion in 
major capital 
projects in 
the North... 


Major Capital Projects Under Way in Northern Ontario 
($ millions) 


Red Lake: Placer Dome $70 


Musselwhite: Placer Dome $260 


\ 


Longlac/Geraldton/Nakina: Buchanan $40 


7 


Red Rock: Domtar $55.” 


Detour Lake: Placer Dome $37 
Kenora: Tolko $125 J; 


Stone-Consolidated $30 ba 
-Timmins: Malette $65 


Kinross $33 
Iroquois Falls: Abitibi-Price $130 
Matheson: Hemlo Gold Mines $55 


_\ Sudbury: Inco $350 
Falconbridge $160 


Barwick: 
Voyageur Panel $136. __> 


Fort Frances: Stone Consolidated $65 


Thunder Bay: Thunder Bay Packaging $45 


Marathon: James River-Marathon $42 “<y 


ve 


Sault Ste. Marie: Algoma Steel $525 


... and nearly 
$3 billion in 
the South 


32 — 1996 Ontario BupGceT 


Major Capital Projects Under Way in Southern Ontario 
($ millions) 


Pembroke: MacMillan Bloedel $130 


Kingston: Destec/PanCanadian $194 


a Honda $300 x 


Toronto: Air Canada Centre $180 
Unitel $45 
Redpath $35 


Owen Sound: PPG $30 


_/, Millhaven: Celanese $190 


Cambridge: Toyota $600 }.. 


Samia: Bayer $61 - 
Oakville: Ford $500 
Niagara Falls: Ontario Hydro $144 


Hamilton: Dofasco $200 
Philip Environmental $35 


St. Thomas: Magna $150 


‘so 


Small Business Sector 


The small business sector is an important and dynamic sector 
of the economy. Businesses with fewer than 100 employees 
accounted for 96 per cent of the net job growth in the 1980s 


and for 31 per cent of the net job losses in the 1990 to 1993 Small 
period, the latest period for which data are available. Higher business 
personal tax rates, the imposition of the Employer Health leads job 
payroll tax and successive rounds of income tax hikes and creation 


minimum wage increases contributed to the poor performance 
in the early 1990s. 


Lower taxes are particularly crucial to small business. These 
businesses often depend on the reinvested earnings of their 
owners for capital. 


¢ Arecent survey conducted by the Canadian 
Federation of Independent Business revealed that 
80,000 small enterprises are ready to increase hiring 
plans as a direct result of Ontario’s tax cuts. 


@ Lower personal taxes will contribute both to increased 
investment in existing business and higher business 
formation rates. The prospect of keeping a larger 
share of earnings will increase willingness to innovate 
and take risks. 


¢ Small business will also benefit from the reduction in 
payroll taxes. Eliminating the Employer Health 
payroll tax on the first $400,000 of payroll, freezing 
the minimum wage and reducing workers’ 
compensation premiums will cut mandatory payroll 
costs. 


Small Business Leads Job Creation 


Ontario Net Job Creation by Firm Size 


Thousands 
300 


200 0-99 Employees 


100+ Employees 


a 79° 80° 61 °S25 63 Wo4 385 S86 SiieSSiees9eees0 91 «8925 993 


Note The data cover the commercial sector only This data source provides the best available breakdown of 
employment by firm size. Employmentis based on a full-time equivalent measure that is calculated by 
dividing a firm's payroll by the average wage in its industry and employment size group Self-employed 
people who are issued a 14 are included. Although the trends are similar, these numbers are not directly 
comparable to the Labour Force Survey, which counts full-trme and part-time jobs equally (as one job) and 
all selt-employed people 

Sources: Statistics Canada, Business and Labour Market Analysis Division, and Ontario Ministry of Finance 
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Tax cuts and i 
job gains key 
to improving 
confidence 
4 
4 
4 


Real consumption is projected to rise by 1.2 per cent 


in 


1996 and accelerate to an average 3.1 per cent in 


1997 and 1998, about the same pace as real 
disposable income. A large portion of the rise in 
spending is directly attributable to the personal 
income tax cuts that boost disposable income. 


New jobs and wage gains will lead to stronger income 
growth. The improved economic climate has already 
generated a significant number of jobs. This trend is 
projected to continue, with employment rising by an 
average annual rate of 1.8 per cent over the 1996 to 
1998 period. Average wages are projected to rise by 
an average 2.0 per cent per year, in line with the pang 
gain over the past three years. 


The savings rate is expected to average about 8.0 per 
cent over the 1996 to 1998 period, which means 
consumers will spend about 92 cents out of every 
after-tax dollar earned. 


Lower taxes and low interest rates will help people 
pay down their debts, further strengthening consumer 
confidence. Low interest rates reduce the monthly 
payments on consumer loans, easing the burden of 
high debt levels. According to the federal Department 


of 


Finance, the average interest rate on consumer 


debt in Canada fell to 10.6 per cent in the fourth 
quarter of 1995, down from a peak of 16.0 per cent in 


th 


e third quarter of 1990. 


Boost to Consumer Spending Through 
Tax Cuts and Job Gains 


Real disposable income per worker, $1986 


30,600 
30,400 
30,200 
30,000 
29,800 
29,600 
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BEFORE AFTER 


Tax Cuts Tax Cuts 


1992 1993 1994 1995 1996 1997 


Sources: Statistics Canada and Ontario Ministry of Finance 
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Consumer Spending Supported by Tax Cuts 
and Job Gains 


Consumer spending is expected to revive with lower taxes, 
solid job gains and a rebound in consumer confidence. 


1998 


Housing Now More Affordable 


Personal income tax cuts, improved affordability and solid job 
gains will help rebuild consumer confidence and encourage 
housing activity. These conditions will strengthen housing sales 
and starts over the next few years. 


@ There is significant pent-up demand for housing. Over Housing 
the first half of the decade, housing starts averaged starts below 
close to 50,000 per year, well below underlying requirements 
demographic requirements. over last five 
¢ | TheLand Transfer Tax refund for new home purchases years 


will help people buy their first home. 


@ According to Canada Mortgage and Housing 
Corporation, home ownership has never been more 
affordable with over 40 per cent of all renters able to 
afford a starter home — a new high. 


¢ The drop in carrying costs reflects both lower interest 
rates and lower average home prices. Monthly 
carrying costs for an average home in Ontario in the 
first quarter of 1996 were $962 — the lowest in over a 
decade in real terms. 


Lowest Mortgage Carrying Costs in 


Over a Decade 
Real monthly carrying costs, $1995 
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Sources Canadian Real Estate Association, Toronto Real Estate Board, Bank of Canada and 
Origne Minisiry of Finance 
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Export 
sectors to 
lead growth 


Domestic- 
oriented 
sectors 
continue 
recovery 


Broad-based Growth for the Private Sector 


More balanced growth in demand throughout the economy is 
leading to sustained growth across a wide range of industrial 
sectors. Export-oriented sectors such as autos and capital 
equipment are continuing to gain market share in the United 
States. As a result, jobs will be created in manufacturing ata 
faster rate than in other sectors of the economy. 


Production in sectors relying on both export and domestic 
markets, such as financial and business services, are growing 
steadily and constitute an important source of jobs. These 
service industries are also major exporters to other provinces 
and will benefit from their growth. 


With higher consumer confidence, in part due to the income tax 
cut, sectors driven primarily by household spending — housing, 
retailing, leisure, entertainment and culture — are recovering. 
These household-related sectors are also returning as 
important sources of job creation. 


Sectoral Real Output Growth 
1996-1998 


Average annual per cent change 


Export-oriented Export & Domestic-Oriented 
Industries ' Domestic Industries 


Oriented 
71 Industries 2 Tae. 


Resource- Autos Capital Industrial Tourism, Financial Retailing Non- Housing 
Based & Parts Equipment Materials Entertainment Business & Personal Residential 
& Technology- & Culture & Wholesale Services Construction 
Based Services 
Services 
1 Export well over 50 per cent of their output internationally Resource-based industries include 
mining and forest products bul exclude agricullure because il depends largely on domestic demand. 

2 Rely mainly on domestic demand alilhough some also expon to other provinces and countries. 
Sources: Slatistics Canada and Ontari Ministry of Finance. 
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CONCLUSION 


Positive Job Creation Outlook 


Steady economic growth will lead to solid job creation. Cutting Ontario’s 
income and payroll taxes, freezing the minimum wage, and economy 
cutting red tape are all measures designed to encourage can create 
initiati tion. Employment i i 
initiative and job creation. Employment is projected to grow more jobs 


1.5 per cent in 1996 and an average 1.9 per cent over 1997 
and 1998. 


¢ Ontario’s economy is already seeing results: from 
June 1995 to March 1996 the Ontario economy has 
created 90,000 net new private-sector jobs. 


@ Industries providing good jobs at above-average 
wages will continue to lead job growth. For example, 
manufacturing and business services, such as 
advertising and computer services, are generating 
growing opportunities for high-skilled employment and 
accounted for three-quarters of the increase in 
private-sector jobs in 1995. 


This projection of job creation, like other economic projections 
underlying the Ontario Budget, is intended to be a prudent 
planning assumption. The economy expanded at an annual 
rate of 0.8 per cent over the first half of the 1990s, well below 
Ontario’s potential. This slow growth raised unemployment and 
created a huge pool of under-used capital. As a result, the 
Ontario economy has the capacity to grow significantly faster 
and create more jobs than the cautious projection in this 
Budget. 


Ontario Employment 


Thousands 


5.600 Projected 
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Sources: Statistics Canada and Cntario Ministry of Finance. 
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Sensitivity of Deficit to Changes in Economic 


Assumptions 
Rate This Budget presents prudent assumptions about interest rates 
Projections and economic growth in order to develop a cautious fiscal 
depend on projection. The following table indicates the sensitivity of the 
prudent deficit to the direct impact of lower interest rates on public debt 
assumptions interest (PDI) and the impact of stronger economic growth on 


revenues and expenditures. These are partial calculations. For 
example, the impacts do not incorporate the economic benefit 
of lower interest rates on economic activity. 


@ The impact of a one percentage-point change in 
interest rates on PDI would be about $60 million in the 
first year and about $180 million in the second year. 
The low sensitivity of public debt interest payments to 
higher interest rates in 1996-97 reflects the fact that 
Ontario has already borrowed $5 billion for the current 
fiscal year. 


Impact of Assumptions on the Ontario Deficit 
(change from base level) 


Deficit 
(Smillions) 
1996-97 1997-98 
100 Basis Point Fall in Canadian Interest Rates -60 -180 
1 Percentage Point Increase in RealGDP Growth = -435 -880 


*Note: Second-year figures are cumulative change from base level. 
Source: Ontario Ministry of Finance 


@ Ontario’s economic growth projections are more 
cautious than the consensus of private-sector 
forecasts to ensure that the plan to meet the fiscal 
targets set out in this Budget is realistic and 
achievable. 


Cautious Economic Growth Assumptions 


(per cent) 1996 1997 1998 
Ontario Real GDP Growth 
Private-sector high Zul: 4.3 4.7 
Private-sector low ie 23 22 
Private-sector Survey average A 3.1 3.3 
Ontario's prudent projection 1.9 2.8 3.0 
Sources: Ontario Ministry of Finance Survey April 30 and Ontario Ministry of 
Finance 


Note: The private-sector average is based on 10 respondents for 1996, 
9 for 1997 and 5 for 1998. 
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The Ontario Economy, 1993-1998 
(per cent change) 


Real Gross Domestic Product 
Personal consumption 
Government spending 
Residential construction 
Non-residential construction 
Machinery and equipment 
Exports 
Imports 

Nominal Gross Domestic Product 

Other Economic Indicators 
Retail sales 
Housing starts (000s) 
Personal income 
Corporate profits 
Ontario Consumer Price Index 

Labour market 
Labour force 
Employment 


Unemployment rate (per cent) 


1993 
1.3 
1.3 

-0.6 
-6.8 
“21.5 
Lt 
8.6 
8.8 
2.0 


3.8 
45.1 
0.8 
14.9 
Th 


has, 
1.8 
10.6 


Actual 


1994 
5.5 
fb) 
0.1 
2:0 
-2.2 
13.8 
12.7 
11.8 

5.2 


G.7 
46.6 
Ze 
36.9 
0.1 


0.3 
1.4 
2.6 


Table A1 
Projected 

1995 1996 1997 1998 
2.5 19) 228 ee -0 
1.4 dz.) oul 3.0 
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-3.0 Ore O97 eaRe 
12.4 TQ0 O20 meee 
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Sources: Statistics Canada and Ontario Ministry of Finance 
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Spending Taxpayers’ Dollars Wisely: 
Ontario’s Balanced Budget Plan 
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INTRODUCTION 


In June 1995, the government faced an $11.2 billion deficit. As a first 
step in improving the fiscal situation of the Province, in July 1995, the 
government announced a plan to reduce the 1995-96 deficit by 

$1.9 billion. In November, the Minister of Finance presented the 1995 
Fiscal and Economic Statement confirming the $9.3 billion deficit 
outlook for 1995-96 and announcing further savings to be achieved in 
1996-97. 

This paper: 

© reviews 1995-96 in-year fiscal performance; 

OF outlines the 1996-97 budget plan; 

o sets out the medium term fiscal outlook; and 

¢ 


outlines the Government's borrowing strategy. 


BALANCING THE BUDGET 


In the November 1995 Fiscal and Economic Statement, the 

Government presented a Balanced Budget Plan. The Plan set out Government 
specific annual deficit targets culminating in a balanced budget by the . 

year 2000-01. The Government is on track to meet these targets. pl tae to 


budget 


Ontario's Balanced Budget Plan 
$ Billions 


(2 


Reduced 
since 
June 26 Medium Term Deficit 
10 
Targets 


8.2 


1995-96 1996-97 1997-98 1998-99 1999-2000 2000-01 
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OVERACHIEVING THE 1995-96 DEFICIT 


TARGET 
Based on interim results, the deficit for 1995-96, at $9,098 million, 
Deficit for overachieved the November Fiscal Plan deficit target by $210 million. 
1995-96 The 1995-96 interim results reported in this paper are based on 
lower than information available as of April 25, 1996. These interim results are 
iacted subject to year-end closing procedures and audit, and will be 
projecte reflected in the 1995-96 Public Accounts. 


1995-96 In-Year Fiscal Performance 


($ Millions) 
Fiscal In-Year 
Plan Interim Change 
Revenue 46,786 47,819 1,033 
Expense: 
Programs 43,713 43,652 (61) 
Restructuring and 
Other Charges - 1,431 1,431 
Total Program Expense 43,713 45,083 1,370 
Capital 3,412 3,510 98 
Public Debt Interest 8,969 8,324 (645) 
Total Expense 56,094 56,917 823 


Deficit 9,308 9,098 (210) 


Since the release of the fiscal plan outlined in the November 
Statement, revenue has increased $1,033 million and total expense 
has increased $823 million. The increase in total expense is 
primarily due to $1,431 million in government restructuring and other 
charges. 


1995-96 Revenues 


Total revenue in 1995-96 was $1,033 million above the level 
projected in the November 1995 Fiscal and Economic Statement. 
Tax revenue was $561 million higher, Income from Government 
Enterprises, such as the Ontario Casino Corporation, was up 
$117 million and Federal Transfers were $422 million higher. 
Other revenue including Fines and Penalties, was down a net 
$67 million. 
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Summary of In-Year Revenue Changes, 1995-96 


($ Millions) 
Taxation Revenue 

Corporations Tax 520 

Employer Health Tax 50 

Other Taxation (9) 
Total Taxation Revenue 561 
Income from Government Enterprises 

Casino Corporation 19 

Ontario Lottery Corporation 20 

Ontario Realty Corporation ns 

Other Enterprises 3 
Total Income from Government Enterprises 117 
Federal Transfers 

Fiscal Stabilization 367 

Other eis) 
Total Federal Transfers 422 
Other Revenue 

Fines and Penalties (36) 

Sales and Rentals (29) 

Other (2) 
Total Other Revenue (67) 
Total In-Year Revenue Changes 1,033 


Stronger economic growth boosted tax revenues above the cautious 


November projections. Corporations Tax revenue accounted for most Str onger 

of the in-year tax revenue gain. Robust corporate profit growth economic 
pushed Corporations Tax revenue $520 million above the fiscal plan. growth 
Employer Health Tax revenue was $50 million higher, reflecting boosted tax 


stronger-than-projected income growth. All other tax revenues 
followed closely the revenue outlook presented in the November 
Statement. 


revenues 


Total Federal payments were $422 million higher than the November 
outlook. This increase was primarily due to the receipt of $367 
million as final settlement of Ontario’s 1992-93 Fiscal Stabilization 
claim. 


Income from Government Enterprises exceeded the November 
projections by $117 million as income from the Casino Corporation 
and Lottery Corporation were both higher than projected. 


In keeping with the recommendations of the Ontario Financial Review 
Commission, the Ontario Realty Corporation has been classified as a 
government service organization rather than a government 
enterprise. As a result, its net loss of $75 million estimated in 
November for 1995-96 is no longer included under “Income from 
Government Enterprises”. Instead, its revenues and expenses are 
consolidated on a line-by-line basis. 
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Other Revenue was down $67 million largely due to lower-than- 
expected revenue from Fines and Penalties and Sales and Rentals. 


1995-96 In-Year Program Expense Changes 


Program spending, before restructuring and other charges, 
decreased $61 million from the fiscal plan presented in the 1995 
Fiscal and Economic Statement. 


Summary of In-Year Program Expense Changes, 1995-96 


Program ($ Millions) 
spending Ontario Student Assistance Plan 
down by $61 - Increased provision for forgiveness of loans 136 
million - Increased provision for bad debts 34 
1988 Grievance Settlement Costs - Property Assessors 29 
Additional Cost of Royal Commission on 
Education Reform initiatives 15 
Net Savings from OPSEU Strike (105) 
Ministry of Health - Various (95) 
Increased savings from elimination 
of JobsOntario program (45) 
General Legislative Grants 
- Social Contract and year-end Savings (44) 
Ontario Government Relocation Savings (8) 
Other (Net) 22 
Total In-Year Program Expense Changes 61 


An increase in expense for the Ontario Student Assistance Plan 
(OSAP) of $170 million results from a larger-than-expected increase 
in OSAP recipients than was estimated for in the 1995-96 year. Of 
this increase, $136 million is due to an additional provision for loan 
forgiveness while $34 million relates to an increased provision for 
bad debts. OSAP is a demand-driven, open-ended program. The 
adjustment properly reflects the costs of outstanding loan guarantees 
in the year they were made. 


A settlement was reached in a classification grievance for property 
assessors, retroactive to 1988, which resulted in an increase of 
$29 million in expense for the Ministry of Finance. 


Implementing the recommendations of the Royal Commission on 
Education Reform required an additional $15 million in 1995-96 to 
fund initiatives such as the Youth Transitions From School, 
Curriculum Standards and Assessment, Teacher Education Reform 
and Transfer of Technology into Schools. 


Net savings arising from the strike by the Ontario Public Service 
Employees Union totalled an estimated $105 million. 
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Expenses in the Ministry of Health were $95 million below the fiscal 
plan. This reflects a refinement of expenditure requirements in a 
number of programs and year-end savings in administration. 


Further savings of $45 million resulted from the elimination of the 
JobsOntario program. 


General Legislative Grants in-year savings of $41 million in 1995-96 
resulted from agreements with the Metro Toronto and Ottawa School 
Boards to recover outstanding Social Contract savings. An additional 
$3 million in savings resulted from year-end underspending. 


A reduction in the purchase of furniture and equipment 
under the Ontario Government Relocation Program yielded $8 million 
in savings. 


Provision for Government Restructuring and Other 


Charges 
Under public sector accounting guidelines, the cost of decisions 1995-96 
regarding restructuring or cancellation of programs is reflected in the fi 
year in which they are made. Accordingly, a number of one-time NgUe es 
adjustments are required in 1995-96 to reflect government include one- 
restructuring decisions and other charges. time charges 
Government Restructuring and Other Charges 
($ Millions) 
Government Downsizing Provisions 

Employee Severance Charges (including pension costs) 520 

Social Housing Cancellation Charges 128 

Provision for Terminating Former MPP Pension Plan 30 

Eglinton West Subway Suspension Costs 30 


Other Provisions 

Increase in Provision for Early Retirement Pension Option 400 
Corporate Tax Refunds - Oil and Gas and Mining Industry 260 
Provision for Loan Losses & Guarantees 


- Ontario Development Corporations 63 
Total 1995-96 Restructuring and Other Charges 1,431 


During the year, the Government approved a number of actions that 
result in restructuring charges. 


These actions include reducing the size of the Ontario Public Service 
and recognizing related employee severance costs, such as 
termination pay and salary during the notice period. Severance costs 
are included in 1995-96, the year the decision was made. Also 
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included are the costs of the pension bridging option and the 
reopening of the early retirement pension option for affected 
employees. A provision of $520 million has been made for these 
costs. 


In July 1995, non-profit housing projects that were under 
development but not yet under construction were cancelled. Third 
Quarter Ontario Finances for 1995-96 identified that a provision for 
these and other cancellation costs would be needed and noted that 
the precise amount would be included in the 1996 Budget. A charge 
of $128 million has been included for the cancellation of 395 projects 
for items such as selecting and obtaining appropriate sites and 
building permits. 


Pension plan During the year, the Government decided to terminate the former 
for MPPs has pension plan for Members of Provincial Parliament. $30 million has 
been provided to terminate the plan and honour outstanding 
been ended obligations. 


In July 1995, the Government announced its intention to suspend the 
construction of the Eglinton West subway line. The provincial share 
of costs to suspend the project is estimated at $30 million. 


Until March 31, 2000, Ontario Public Service employees may opt for 
retirement without pension penalty within three months of when their 
age plus years of service total 80 (i.e. Factor 80). The actual 
participation in this pension option is significantly greater than 
anticipated and the $400 million increase to the estimated cost of the 
Factor 80 program is reflected in the current period. 


A settlement by Revenue Canada arising from a court ruling involving 
the computation of “resource profits” and related issues will result in 
corporations tax refunds for companies in the oil and gas and mining 
industries. Under Ontario’s Corporations Tax Act, the Province 
adopts the federal definition of “resource profits”. Refunds to be paid 
by the Province over the next three to four years are estimated at 
$260 million. 


The provision to cover losses on loans and guarantees administered 
by the Ontario Development Corporations (ODC) is increased by 
$63 million. A decision to wind down ODC’s loan portfolio was 
announced in the 1995 Fiscal and Economic Statement. The 
increase in the loan loss provision reflects the remaining anticipated 
loan losses over this period. 
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1995-96 In-Year Capital Expense Changes 


The table below summarizes the major in-year capital changes from 
the November fiscal plan. 


Summary of In-Year Capital Expense Changes, 1995-96 


($ Millions) 
Metro Toronto Convention Centre 75 
Canada-Ontario Infrastructure Works Program 23 
Grievance Settlement costs - Engineering staff 9 
Other (Net) (9) 
Total In-Year Capital Expense Changes 98 


The largest additional capital increase results from the Province 
providing a capital grant of $75 million towards the construction of the 
$185 million expansion of the Metro Toronto Convention Centre 
approved in November 1993. As recommended by the Ontario 
Financial Review Commission, the Province is showing this 
expenditure in its financial statements when it was paid. 


The pace of municipal construction activity for approved projects 
under the Canada-Ontario Infrastructure Works program has 
exceeded projections, resulting in an increase of $23 million. 


A settlement was reached in a classification grievance for engineering 
staff that resulted in an increase of $9 million in expenses in the 
Ministry of Transportation. 


Public Debt Interest - 1995-96 


The interim result for Public Debt Interest (PDI) expense in 1995-96 Debt interest 
was $8,324 million, compared to $8,969 million planned in the 1995 lower than 
Fiscal and Economic Statement. The contingencies included in the 
PDI forecast proved to be too cautious. In fact, interest rates expected 
generally fell through the year and cash requirements decreased by 
over $2 billion. Lower interest rates coupled with lower cash 
requirements resulted in PDI being $645 million below forecast. 


While the PDI forecast will continue to be cautious, changes have 
been made to ensure that forecast variances are reduced and that 
changes to the forecast are identified and reported as soon as 
possible. 
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Restatement of Prior-Year Public Accounts 


Four items have been restated for prior years to reflect appropriate 
treatment under the Province’s current accounting policies. 


1993-94 and 1994-95 Restated Deficits 


($ Million) 
1993-94 1994-95 
Deficit per Public Accounts 10,848 10,129 
Adjustments: 
Student Loan Program 250 234 
Grants to School Boards 98 82 
Legal Aid Program 104 6 
Public Debt Interest 0 (174) 
Restated Deficit 11,300 10,277 


Refinements have been made to the way in which provisions and 
accrual amounts are calculated: forgiveness and default on student 
loans guaranteed by the Province under the Student Loan Program; 
operating grants to school boards; and the costs of the legal aid 
program. Under public sector accounting guidelines, when these 
types of changes are made, previous deficits are restated to show 
what they would have looked like had the new approach been used in 
those years. 


In previous years the government recorded the costs of forgiving 
loans and covering defaulted loans under the Student Loan Program 
in the period when the banks were paid. Now, under the accrual 
basis of accounting, these expenses are recorded in the period when 
the government approves the loan application. As a result, Student 
Loan Program expenses have been increased $250 million in 
1993-94 and $234 million in 1994-95. 


In preparation for moving the budget to a basis consistent with public 
sector accounting guidelines, the Government undertook a thorough 
review of amounts owing for operating grants to school boards on 
March 31 of the current year and in each of the two previous years. 
These amounts must be estimated because the school boards are on 
a calendar fiscal year. This review revealed that of the amounts 
owing at March 31, 1996, $98 million related to the 1993-94 fiscal 
year, and $82 million related to 1994-95. 


In previous years, the government recorded as its liability for legal aid 
the amount of unpaid invoices received from lawyers at year end. 
This method of accounting did not take into consideration work 
completed by lawyers for which no invoices had been received. The 
adjustment, increasing expenses by $104 million in 1993-94 and 

$6 million in 1994-95, reflects this additional liability. 


50 — 1996 Ontario BupGcet 


In managing the Province’s finances, the Ontario Financing Authority 


periodically restructures debt. Such activities result in equal and 
offsetting gains and losses in the components of debt being 
restructured. As a result of a debt restructuring undertaken in 1994- 
95, the full amount of a loss was charged to 1994-95 while the 
offsetting gain was deferred over a number of years. Public sector 


accounting practices require that such related gains and losses be 
recorded over the same periods. Applying this treatment to the 1994- 
95 restructuring decreases public debt interest in that year by $174 


million. 


OPEN AND ACCOUNTABLE FISCAL 


PLANNING 


1996-97 Fiscal Pian 


As a result of the measures announced in 1995-96 and those 
introduced in this Budget, the Government will meet the balanced 


budget deficit target for 1996-97 of $8.2 billion. 
The following table summarizes the 1996-97 fiscal plan. 


1996-97 Fiscal Plan 
($ Millions) 


Revenue: 
Taxation 
Federal Transfers 
Income from Government 
Enterprises 
Other Revenue 
Total Revenue 


Expense: 
Programs 
Restructuring Fund and 
Other Charges 
Total Program Expense 
Capital 
Public Debt Interest 
Total Expense 
Reserve 


Deficit 


Interim 


1995-96 


43,652 
1,431 


45,083 
3,510 
8,324 

5697, 


9,098 


Plan 
1996-97 


36,168 
6,030 
1,682 


2,780 
46,660 


41,841 
900 


42,741 
2,704 
8,745 

54,190 

650 


8,180 


Change 
$Million Per Cent 
175 5 
(1,694) (21.9) 
365 AM AN 
(5) (0.2) 
(1,159) (2.4) 
(1,811) (4.1) 
531 (37.1) 
(2,342) (5.2) 
(806) (23.0) 
421 a 
(2,727) (4.8) 
650 oe 
(918) (10.1) 
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1996-97 Revenues 


Total revenue is projected to decline in 1996-97 to $46,660 million. 
This is primarily a result of falling federal transfers, which are 
expected to decrease by $1,694 million. 


PIT revenue is projected at $15,213 million in 1996-97. This level 
reflects both cautious economic and revenue assumptions and the 
impact of the tax rate cut announced in this Budget. 


Corporations Tax revenue is projected to increase by 5.1 per cent to 
$5,370 million as a result of continuing profit growth and the impact 
of the Corporations Tax changes announced in the Budget. 
Deliberately cautious assumptions for Corporations Tax revenue 
growth means it is projected to grow at less than estimated corporate 
profit growth of 8.3 per cent. 


Retail Sales Tax (RST) revenue is estimated to be $9,520 million in 
1996-97, an increase of 1.8 per cent from 1995-96. This growth is 
based on projected nominal GDP growth of 3.4 per cent and includes 
the two RST reduction measures announced in the Budget. 


Employer Health Tax (EHT) revenue is projected to be $2,665 million. 
This reflects the impact of the EHT exemption announced in the 
Budget and continued growth in salaries and employment. 


Gasoline and Fuel Tax revenues are expected to grow by 1.8 per cent 
to $2,505 million, in line with real GDP growth of 1.9 per cent. As gas 
and fuel are taxed by volume, the growth of these revenues reflects 
growth in Ontario’s real GDP, rather than nominal GDP. 


Income from 11 government enterprises is projected to increase in 
total by 27.7 per cent to $1,682 million. Income from the Liquor 
Control Board of Ontario (LCBO) and the Ontario Lottery Corporation 
is expected to rise as sales continue to expand with population and 
incomes. In addition, as a result of efficiency reviews of these 
corporations, profitability is expected to increase, improving the return 
to the Province. 


An additional $60 million in Lottery Corporation income is also 
projected in 1996-97, as the implementation of the province’s video 
lottery terminal network commences. Legislative amendments are 
being introduced to facilitate the establishment of this network. 


Provincial revenue from casino operations is projected at $575 million 
in 1996-97, an increase from the $419 million received in 1995-96. 
This increase reflects having the Windsor Casino riverboat 
operational for the full fiscal year and the anticipated opening of 
interim casinos in Niagara Falls and Rama in 1996. 


Primarily as a result of the overall federal plan to reduce federal 
transfers to provinces for priority programs such as health, higher 
education and social services by 42 per cent over the period 1995-96 
to 1998-99, federal payments to Ontario will decline by $1,694 million 
in 1996-97. 


52 — 1996 Ontario BupGet 


In 1996-97, Established Programs Financing (EPF) and the Canada 
Assistance Plan (CAP) have been replaced by the Canada Health 
and Social Transfer (CHST) block fund. Amendments will be 
introduced to the Family Benefits Act to reflect this change. CHST 


cash transfers to Ontario will be $1,169 million lower in 1996-97 than Cautious 

the combined level for EPF and CAP in 1995-96. economic 

The decline in federal payments also reflects the impact of the one- and revenue 

time $367 million Fiscal Stabilization payment received in 1995-96 as assumptions 

well as reductions in a number of other federal-provincial transfer 

programs in areas such as training, bilingualism, young offenders and 

vocational rehabilitation. 

Other revenue, including Vehicle and Driver Registration Fees, Other 

Fees and Licences and Liquor Licence Board of Ontario revenues, is 

estimated to be $2,780 million, approximately equal to the 1995-96 

level. Included in this projection is approximately $20 million from the 

establishment of permanent charity event sites. 

1996-97 Expenses 

The 1996-97 expense plan reflects savings measures taken by the 

Government. In the November Statement, the government 

announced a two-year savings goal of $3 billion in operating 

expenses. This two-year goal covers the following categories of 

expenditures: 

¢ internal administration to be reduced by 33 per cent 
by 1997-98, saving $300 million annually; 

# program delivery and operations also to be reduced Findina cost 
by 33 per cent by 1997-98, saving $1,100 million ; 9 + 
annually: savings | 


overnment 
e agencies, boards and commissions to be reduced by 9g 


28 per cent by 1997-98, saving $220 million annually; 
and 


# government grants to be reduced by 28 per cent as 
well, saving $1,400 million annually by 1997-98. 


On April 11, the Chair of Management Board provided a progress 
report outlining $1.6 billion in identified savings to date. Of this 
amount, $1.5 billion relates to the $3 billion savings objective, 
marking the half-way point, with the balance to be found by the end of 
1997-98. 


In addition, the Government is reviewing capital programs to focus on 
core activities and achieve efficiencies. 


Major Transfers, which include unconditional grants to municipalities, 
general legislative grants to schools and operating grants to 
universities, colleges and hospitals, represented approximately $15 
billion in 1995-96 or one-third of program spending. As a result of 
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funding levels announced in the November Fiscal and Economic 
Statement, all of the recipients of these transfer payments have been 
asked to find significant savings through restructuring, elimination of 
waste and more efficient administration. 


To help the sectors find these savings, the Government has provided 
a variety of tools, including fewer provincial restrictions on funding, 
enhanced revenue-generating powers, and measures to reduce 
overlap and duplication. 


As a result of these measures, the Government is on track to meet its 
savings targets. 


Ontario Opportunities Fund 


Ontario To accelerate the pace of debt and deficit reduction, the Government 
is establishing the Ontario Opportunities Fund. The Fund will receive 


Opportunities contributions from Ontarians, proceeds from major asset sales, and 
Fund savings realized from the over-achievement of the Budget target in a 
earmarked given fiscal year. The $210 million over achievement in the 1995-96 
for reducing deficit target will be applied to this fund. At the end of each fiscal 
debt year, the balance in the Ontario Opportunities Fund will be applied to 


reducing the debt of the Province. 


Consistent with its commitment, the Government will amend the 
Financial Administration Act to create the Ontario Opportunities Fund 
account as part of the Public Accounts to reflect specific contributions 
to deficit reduction and debt retirement. The Budget and Public 
Accounts of the Province will report each year on the Ontario 
Opportunities Fund. 


Prudent Budgeting 


As part of the Government’s cautious and prudent approach to fiscal 
planning, the 1996-97 fiscal plan includes a reserve of $650 million. 
The reserve is designed to cushion or protect the fiscal plan against 
potential unexpected and adverse changes in the economic outlook 
and its impact on revenues and public debt interest costs. 


The reserve of $650 million could accommodate a variance in the 
revenue forecast equal to the revenue yield from approximately 1.5 
percentage points of nominal GDP. Alternatively, this reserve could 
accommodate the equivalent of an unexpected drop of approximately 
seven per cent of Retail Sales Tax revenue or 12 per cent of 
Corporations Tax revenue. 


If the reserve is not used or needed by year end, the unused reserve 
will be reflected in the Ontario Opportunities Fund. 


In addition to the reserve, $900 million has been set aside in 1996-97 
to create a Restructuring Fund. This fund will allow for investments 
that support restructuring efforts and will cover the one-time costs of 
government restructuring. 
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MEDIUM TERM OUTLOOK 


The Government is on track to meet the balanced budget deficit Deficit 
targets outlined in the November 1995 Fiscal and Economic : 
Statement. pr ojected at 
Under the Plan, Ontario’s deficit will be cut from $9.1 billion in 1995- $6.6 billion 
96 to $8.2 billion in 1996-97. In 1997-98, the deficit will be cut further for 1997-98 
to $6.6 billion. 
Medium Term Fiscal Outlook 
($ Billions) — 
Interim Plan Outlook 
1995-96 1996-97 1997-98 

Revenue 47.8 46.7 46.1 
Expense: 

Programs 43.7 41.8 40.4 

Restructuring Fund and 

Other Charges 1.4 0.9 - 

Total Program Expense 45.1 42.7 40.4 
Capital 3.0 2a Za 
Public Debt Interest 8.3 SF 9.4 
Total Expense 56.9 54.2 52.0 
Reserve -- 0.7 0.7 
Deficit 9.1 8.2 6.6 


Note: Totals may not add due to rounding. 


Achievement of a balanced budget by 2000-01 will also affect two 
other key fiscal performance measures. 


@ — It will stop the growth of Ontario’s debt by 2000-01. 


Ontario's Projected Debt 


$ Billions 
140 
i Projection 


117.5 117.5 


120 114.4 


‘109.6 


100 


80 
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35.1 37.0 390 39.3 423 
9 35. 


40 30.3 32 
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1984-85 1988-89 1992-93 1996-97 2000-01 
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¢ — It will reduce debt as a per cent of GDP beginning in 
1998-99. 


Ontario Debt to GDP Ratio 


Per cent 
40 


Projection 


30 


20 


10 


1984-85 1988-89 1992-93 199 2000-01 


BORROWING AND DEBT MANAGEMENT 


In 1995-96, the Ontario Financing Authority borrowed a total of 
$12.3 billion. These funds were used as follows: 


Ontario’s Financing, 1995-96 


($ Billion) 
Deficit 9.1 
Non-Cash Items (2.4) 
Borrowing Requirements 6.7 
Plus: 
Maturities pe 
Borrowing on Behalf of Agencies 0.5 
Total Borrowing Requirements 9.3 
Total Borrowing Completed 12.3 
Increase in Liguid Reserves 3.0 


The Province’s total direct debt on March 31, 1996 was $98.7 billion, 
up from $88.6 billion on March 31, 1995. It is forecast to be 

$102.8 billion on March 31, 1997. This small increase reflects the 
lower deficit and an accelerated borrowing program during 1995-96 
to take advantage of low interest rates. 
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As a government agency, the Authority adheres to prudent practices 
in managing the Province’s debt. Risk-management activities are 
governed by strict policies and procedures limiting Ontario’s exposure 
to interest rate and currency fluctuations. 


The Ontario Financing Authority is responsible for managing all of the 
borrowings that rely on the Province’s credit strength. As such, the 
Authority continues to coordinate financing strategy with Ontario 
Hydro. While Ontario Hydro is issuing new bonds to refinance 
maturing debt, it is now paying down debt. 


The Province’s declining deficit, coupled with Hydro’s lower borrowing 
requirements are clear, positive signals to lenders and investors, and 
reflect favourably on their perceptions of Ontario and its finances. For 
example, in February the Authority issued a 10 year US$ Global bond 
at a premium of 48 basis points over US Treasury Bonds. This was 
the lowest premium since 1990. 


Prudent Development of Financing Opportunities 


To meet the Province’s financing requirements in a cost-effective way, 
the Ontario Financing Authority has developed a series of targetted 
financial products attractive to fixed-income investors in both 
domestic and international markets. 


While the Canadian domestic market remained the primary source of 
funds in the past year, the Ontario Financing Authority continued 
cautiously to diversify its use of financing instruments and markets 
last year. Taking advantage of a strengthening Canadian dollar, the 
Authority launched the first Canadian Dollar Global bond issue since 
1994. U.S. Dollar Global, Swiss Franc and Deutschemark bonds 
were also issued. 


The Authority also created, in cooperation with private sector 
advisors, the first ‘retirement bond’ designed to appeal to Canadian 
retail investors. Canadian, U.S., and Australian dollar bonds, 
designed to appeal to Japanese retail investors, were issued as well. 
The Authority also raised funds through direct agreements with a 
number of large institutional investors. 


Lower interest rates enabled the Authority to reduce interest costs for 
new issues and refinancings. Some maturing debt had interest rates 
as high as 12.96 per cent; this debt has been refinanced with long- 
term Canadian interest rates as low as 7.5 per cent. 


Borrowing Outlook 


Each year the Authority borrows to finance the current year’s deficit; 
finance a portion of the following year’s requirements; and refinance 
maturing debt. 
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Ontario The Authority began the 1996-97 fiscal year with liquid reserves in 
excess of $11 billion. To complete the Province’s borrowing program 


Sa vings for the current year, including refinancing of $6.1 billion for maturing 
Bonds to be debt, the Authority will borrow $10 billion, including monies raised 
issued in from Ontario Savings Bonds, which will be launched this June. 
June Significant improvement in the Province’s fiscal position over the 


medium term will result in the continued decline of new borrowing 
requirements. 


Ontario’s Debt Composition 


¢ The following chart illustrates the currencies in which 
Ontario’s debt has been issued. 


Debt By Currency 


Other 
Currencies 


C$ 
eg. Deutschem ark, 
65% Japanese Yen, 


US$ Public 


US $ 


Although $34.2 billion (or 35%) of Ontario’s debt was issued in 
foreign currencies, transactions have been entered into that have 
eliminated all but $1.3 billion (or 1.4%) of Ontario’s exposure to 
foreign currencies. 
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Ontario Foreign Currency Debt $34.2 Billion: 


Net Foreign Currency Exposure 


C$ 98.6% 
i US$ 1.4% 


FISCAL INDICATORS 


Several commonly used indicators to review Ontario’s recent fiscal 
performance are presented below. 


Ontario's Deficit 


$ Billions 
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Note: Prior to 1993-94 data on a modified cash basis. 
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PDI Crowding out Funding for 
Programs and Services 


Per Cent 


100 


90 
Spending on Programs and Services 


80 
1984-85 1986-87 1988-89 1990-91 1992-93 1994-95 1996-97 


Note: Prior to 1993-94 data on modified cash basis 


Spending has Grown Faster Than the 
Growth in Population and Inflation 


$ Per Capita 
5,500 


5,000 
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4,000 


3,500 


1984-85 Spending Adjusted for 
3,000 Growth in Population and Inflation 


2,500 
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Note: Prior to 1993-94 data on a modified cash basis. 
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Spending to GDP Ratio 


Per Cent 
20 
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Note: Prior to 1993-94 data on a modified cash basis 
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Statement of Financial Transactions Table C1 
(PSAAB Basis) 
($Millions) 
Actual Actual Actual Interim Plan 
1992-93 1993-94 1994-95 1995-96 1996-97 


Revenue 41,807 43,674 46,039 47,819 46,660 
Expense 
Programs 45,350 44,293 44,653 43,652 41,841 
Restructuring Fund and Other Charges - - -- 1,431 900 
Total Programs Expense 45,350 44,293 44,653 45,083 42,741 
Capital 3,592 3,002 3,831 3,510 2,704 
Public Debt Interest 5,293 7,129 7,832 8,324 8,745 
Total Expense 54,235 54,974 56,316 56,917 54,190 
Reserve - - - - 650 
Deficit 12,428 11,300 10,277 9,098 8,180 


Note: 1992-93 on former modified cash basis of accounting. 


Ontario Opportunities Fund 


($ Million) 
1995-96 
Debt Issued for Provincial Purposes (April 1, 1995) $88,580 
Add: Borrowing Requirements to finance projected deficit of 
$9,308 million 6,738 
Increase in liquid reserves and investments in agencies 3,614 
Increase in debt: $10,352 
Debt Before Ontario Opportunities Fund 98,932 
Less: 
Ontario Opportunities Fund 
Over achievement in 1995-96 deficit target 210 
Fund Balance Applied to Debt Reduction (210) 
Debt Issued for Provincial Purposes (March 31, 1996) $98,722 
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Revenue Table C2 
(PSAAB Basis) 
($Millions) 
Actual Actual Actual Interim Plan 
1992-93 1993-94 1994-95 1995-96 1996-97 
Taxation Revenue 


Personal Income Tax 13,543 14,723 14,758 15,443 .15,213 
Retail Sales Tax 7,316 8,124 9,090 9,355 9,520 
Corporations Tax 2,713 3.447 4,557 5,110 5,370 
Employer Health Tax 2,592 2,665 2,640 2,670 2,665 
Gasoline Tax 1,834 1,907 1,939 1,950 1,985 
Fuel Tax 439 460 495 510 520 
Tobacco Tax 969 724 322 330 330 
Land Transfer Tax 363 321 372 346 365 
Other Taxation 272 288 286 279 200 


30,041 32,659 34,459 35,993 36,168 
Government of Canada ; 


Canada Health and Social Transfer - - 5,260 
Established Programs Financing 4,316 3,790 4,059 3,921 - 
Canada Assistance Plan 2,283 2,399 Palsy Gf 2,508 - 
Fiscal Stabilization 300 eer 184 367 - 
National Training Act 104 76 15 61 26 
Bilingualism Development 70 70 65 58 50 
Young Offenders 60 59 82 63 59 
Vocational Rehabilitation 1D 65 61 63 46 
Canada-Ontario Infrastructure Works - - 82 Sts 223 
Other 346 385 422 370 366 
7,554 7,071 7,607 7,724 6,030 
Income from Government Enterprises 
Ontario Lottery Corporation 538 602 631 645 736 
Liquor Control Board of Ontario 615 599 637 669 685 
Ontario Casino Corporation - - 316 419 575 
Ontario Housing Corporation - (275) (273) (268) (232) 
GO Transit - (136) (166) (170) (157) 
Other - (25) (77) 22 75 
1153 765 1,068 1,317 1,682 
Other Revenue 
Vehicle/Driver Registration Fees 665 695 751 760 790 
Other Fees and Licences 584 663 686 670 680 
Liquor Licence Board of Ontario Revenues 511 522 532 530 530 
Royalties 191 239 223 242 260 
Sales and Rentals Sie 486 98 56 67 
Fines and Penalties sy 141 163 105 100 
Miscellaneous 444 433 452 422 353 
3,059 3,179 2,905 2,785 2,780 
Total Revenue 41,807 43,674 46,039 47,819 46,660 


Note: 1992-93 on former modified cash basis of accounting. 
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Operating Expense Table C3 | 
(PSAAB Basis) 


(SMillions) 


Actual Actual Actual Interim Plan 


Ministry 1992-93 1993-94 1994-95 1995-96 1996-97 
Agriculture, Food and Rural Affairs 552 533 409 422 425 
Attorney General 736 901 799 753 637 
Board of Internal Economy 133 137 135 210 120 
Citizenship, Culture and Recreation 409 370 408 376 322 
Community and Social Services 8,544 9,165 9,364 8,770 8,200 
Consumer and Commercial Relations 173 175 150 141 110 
Economic Development, Trade and Tourism 427 416 463 438 245 
Education and Training 8,964 8,789 8,461 8,156 7,601 
Teachers’ Pension Plan 933 467 643 795 902 
Environment and Energy 434 390 272 243 172 
Executive Offices 42 13 10 3 13 
Finance - Own Account 885 562 930 683 392 
Public Debt Interest 5,293 7,129 7,832 8,324 8,745 
Health 17,525 17,375 17,599 17,679 17,718 
intergovernmenta! Affairs 9 7 6 5 5 
Labour 241 180 iis 141 115 
Management Board Secretariat 264 116 337 625 432 
Public Service/OPSEU Pension Plan 381 737 738 734 284 
Contingency Fund - - - - 213 
Employee Severance - - 520 - 
Municipal Affairs and Housing 1,987 1,559 1,487 1,793 1,888 
Native Affairs Secretariat 17 14 16 16 13 
Natura! Resources 584 502 478 523 373 
Northern Development & Mines 105 83 54 49 42 
Office of Francophone Affairs 4 3 3 2 2 
Office Responsible for Women’s I|ssues 24 23 22 20 17 
Solicitor General and Correctional Services 1,168 1,168 1,136 1,133 1,116 
Transportation 838 608 598 842 684 
Restructuring Fund - S - - 900 
Year-end Savings - - . . (200) 
Total Operating Expense 50,643 51,422 52,485 53,407 51,486 


Note: 1992-93 on former modified cash basis of accounting. 
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Capital Expense Table C4 
(PSAAB Basis) 
($Millions) 


Actual Actual Actual Interim Pian 


Ministry 1992-93 1993-94 1994-95 1995-96 1996-97 
Agriculture, Food and Rural Affairs 21 13 12 5 - 
Attorney General v 3 4 17 46 
Citizenship, Culture and Recreation 94 28 42 24 6 
Community and Social Services 57 LT. 72 25 38 
Economic Development, Trade and Tourism 39 113 TF 112 41 
Education and Training 543 432 421 576 Eee 
Environment and Energy 230 162 271 232 196 
Finance 3 3 3 - - 
Health 230 309 249 135 167 
Management Board Secretariat 192 169 260 248 146 
Contingency Fund - - - - 14 
Municipal Affairs and Housing 103 96 310 483 332 
Native Affairs Secretariat 17 15 ie 10 15 
Natural Resources 12 95 54 47 32 
Northern Development & Mines 239 208 240 1 Ga 228 
Solicitor General and Correctional Services 4 5 2 3 6 
Transportation 1,738 1,824 UIT ASV 6 1,420 12a0. 
Total Capital Expense 3,592 3,552 3,831 3,510 2,704 


Note: 1992-93 on former modified cash basis of accounting. 


68 — 1996 Ontario Bupcet 


Financing Table C5 
(PSAAB Basis) 


($Millions) 
Actual Actual Actual Interim Plan 
1992-93 1993-94 1994-951995-96 1996-97 


Debt Issues: 16,605 11,991 11,327 12,029 10,000 

Debt Retirements: 
Canada Pension Plan (537) (607) (702) (784) (813) 
Ontario Teachers’ Pension Plan (506) (251) (64) (198) (337) 
OPSEU Pension Plan - . (9) (43) (44) 
Public Service Pension Plan (62) (106) (95) (182) (95) 
Municipal Employees Retirement Fund - (130) (149) (92) (20) 
Public (7) (273) (1,289) (833) (4,759 
Other (10) (11) (22) 


) 
(10) (18) 
(1,122) (1,378) (2,330) (2,142) (6,086) 


Net Debt Issues 15,483 10,613 8,997 9,887 3,914 


Province of Ontario Savings Office and 


Other Liabilities - Net 41 219 144 255 184 
Net Financing 15,524 10,832 9,141 10,142 4,098 
Net Loan Repayments/(Issues) (309) 507 75 (442) (533) 
Decrease/(Increase) in Cash (2,787) (3;217) 490 = (2,962) 4,705 
Net Change in Receivables and Payables - 3,178 orl 2,360 (90) 
Increase in Accumulated Deficit 12,428 11,300 10,277 9,098 8,180 
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Ten-Year Review of Selected Financial and Economic Statistics 


($Millions) 
Modified Cash Basis 


1987-88 1988-89 1989-90 1990-91 
Financial Transactions 
Revenue 32,158 36,991 41,225 42,892 
Expense: 
Programs 28,548 31,435 33,926 38,924 
Restructuring Fund and 
Other Charges - - : - 
Total Program Expense 28,548 31,435 33,926 38,924 
Capital 2,623 3,268 3,392 3,221 
Public Debt Interest 3,476 3,767 3,817 3,776 
Total Expense 34,647 38,470 41,135 45,921 
Reserve - - - : 
Deficit/(Surplus) 2,489 1,479 (90) 3,029 
Provincial Purpose Debt 36,981 39,014 39,256 42,257 
Gross Domestic Product (GDP) 
at Market Prices Peo 316 252,631 274,833 277,454 
Personal Income 185,882 206,780 226,707 239,036 
Population - July (000s) 9,685 9,884 10,151 10,341 
Total Debt per Capita (dollars) 3,818 3,947 3,867 4,086 
Personal Income per Capita (dollars) 19,193 20,921 22,333 26-45 
Total Expense asapercentofGDP 15.3 Aor 15:0 16.6 
Public Debt Interest as a per cent 
of Revenue 10.8 10:2 9.3 8.8 
Total Debt as a per cent of GDP 16.3 15.4 14.3 15.2 
Cumulative Net Borrowing for Ontario Hydro 
U.S. 6,033 5,692 5,150 5,049 
Cre 1,508 2,097 2,748 2,748 
Contingent Liability (mainly Ontario 
Hydro 18,595 20,559 21,490 26,009 


Note: 1993-94 and 1994-95 restated actuals. 
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1991-92 


40,753 


43,613 


43,613 
3,874 
4,196 

51,683 


10,930 
53,083 


277,851 
245,137 


10,472 
5,069 
23,409 


18.6 


10.3 
19.1 


4,185 
2,748 


30,369 


1992-93 


45,350 
3,592 
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94,235 


12,428 
68,607 


282,040 
250,332 


10,646 
6,444 
23,513 


US) 


12.7 
24.3 


3,969 
2,748 


34,657 


1993-94 


43,674 


44,293 


44,293 
3,552 
mes 

54,974 


11,300 
79,439 


287,651 
252,434 


10,816 
7,345 
23,340 
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16.3 
27.6 


1,789 
2,748 


34,008 


PSAAB Basis 


1994-95 


44,653 
3,831 
7,832 

56,316 


10,277 
88,580 


302,482 
258,088 


10,936 
8,100 
23,599 


18.6 


17.0 
29.3 


1,088 
2,748 


33,420 


Interim 
1995-96 


47,819 


43,652 


1,431 
45,083 
3,510 
8,324 
56,917 


9,098 
98,722 


312,414 
266,326 


11,100 
8,894 
23,993 


18.2 


17.4 
31.6 


1,060 
2,748 


30,747 
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Plan 
1996-97 


46,660 


41,841 


900 
42,741 
2,704 
8,745 
54,190 
650 


8,180 
102,820 


323,025 
273,425 


11,318 
9,085 
24,158 


16.8 


18.7 
31.8 


n/a 
n/a 


n/a 


The Budget Dollar: Revenue 
1996-97 


LLBO 
Vehicle Fees & 
Other Registration | jcences 
Taxes Fees 1¢ 
2¢ 2¢ 
Other 


Income 
from Govt. 
Enterprises 
4¢ 


yo 


PSAAB Basis 
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The Budget Dollar: Total Expense 
1996-97 


Justice. 
3¢ 


Restructuring 
Fund 
2¢ 
General 
Government 
& Other 
3¢ 


Social 
Expenditures 
66¢ 


Social 
Services 
17¢ 


Education 
& Training 
16¢ 


PSAAB Basis 
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Revenue Sources By Category: 


Per Cent of Total 
a 1992-93 to 1996-97 
$ Billion 
50 
45 
AO 32.6 Personal Income Tax 
32.2 
32.1 
35 32.3 33.7 
30 
a 20.4 etal Sales Tax 
19.8 ; | 
25 17.5 18.6 
9.9 ae 11.5 i 
?, 0 ie av 10.7 Corporations Tax 
5 A 6.1 aa 5.6 5.7. Employer Health Tax 
5.4 5.3 Le: | 
5.4 |. 5.4 Gasoline & Fuel Taxes 
10 
18.1 16.2 16.5 | 16.2 12.9 B peycnt 
5 eee 28 Lee 1.6 oe 2.3 Ze 2.8 ee 3.6 Income from Gov't. 
Enterprises 
7.9 
k 11.2 10.3 8.4 7.8 Oikior Recene: 
1992-93 1993-94 1994-95 1995-96 1996-97 


Note: 1992-93 on former modified cash basis of accounting 


PSAAB Basis 
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Operating Expense by Category 


Per Cent of Total 
Pas 1992-93 to 1996-97 
55 
50 
45 33.1 
33.6 
4O 34.6 33.8 34.5 eiphah 
35 
16.8 | 
oe 17.3 oe 
30 19.5 | | 18.0 16.5 — Education & Training 
25 
one 19.1 8.1 Social Services 
20 20.1 20.7 
Resources & Economic 
1 5 Pes 7.2 6.7 Fatal a 
9.4 7.1 General Government 
3.9 5.1 2.3 : & Other 
2.3 2.9 : 3.2 Justice 

10 3.6 ee 3.6 _ 3.5 _ 3.1 3 1.7. Restructuring Fund 

3) 


10.5 13.9 14.9 


1992-93 1993-94 1994-95 1995-96 


15.6 


17.0 Public Debt Interest 


1996-97 


Note: 1992-93 on former modified cash basis of accounting 


PSAAB Basis 
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Capital Expense by Category 
Per Cent of Total 


1992-93 to 1996-97 
$ Billion 


4 


1 6.5 


3.8 
11.0 


3 i 3.7 16.4 
2.3 
6.2 Health 
8.2 Education & Training 
3.4 Social Services 
oa | ea) re) | cep) 744 bewclopment 
General Government 
B57 5.1 7.0 7.6 7.8 & Other 


1992-93 1993-94 199495 1995-96 1996-97 


Note: 1992-93 on former modified cash basis of accounting 
PSAAB Basis 
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1996-97 Operating Expense by Sector 
($ Billion) 


Colleges 
& 
Universities 
$2.3B 


General 
Legislative 
Grants $4.1B 


Teachers’ 
Pensions 


$0.9B Education \ 


-& Training 
-$8.5B 


Other $1.2B 


Child Care 


_ $0.6B 
Restructuring 
Fund 
General $0.9B 
Justice Government 
PSAAB Basis $1.7B $1.2B 
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1996-97 Capital Expense by Sector 
($ Billion) 


PSAAB Basis 
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Economic Policies 
for 
Jobs and Growth 


wt 


Economic policies for jobs and growth 


In this budget, Ontario’s government outlines three sets of measures 
that will improve the province’s economic performance: 


¢ it will cut the tax burden that hurt the economy and 
killed jobs; 


it will balance the budget by 2000-01; and 


it will restructure government to stimulate economic 
growth, not obstruct it. 


These measures are based on the Common Sense Revolution plan 
which was outlined before the last provincial election. They also bring 
Ontario’s fiscal and economic direction into line with what economists 
increasingly see as optimum public policy. 


Economic growth is vital to creating jobs. These policies support 
growth that will lead directly to the creation of productive jobs in the 
private sector. Such policies must be put in place quickly, because 
past policy has pushed Ontario in the wrong direction on all fronts — 
towards overspending, overtaxation and over-regulation. 


Economic policy in Ontario is catching up with Ontarians’ common- Economic 
sense understanding of what government can do to foster a strong policy is 
economy: cut taxes, reduce red tape, and provide services efficiently. tchi 

This paper documents the growing body of economic research SETAE AS 


confirming that these policies lead to stronger growth and job creation. with 
common 

Policies must work together sense in 

The three sets of policies outlined by this Budget are designed to work Ontario 


together, reinforcing one another, to create jobs and benefit the 
Ontario economy. 


There are several reasons to move decisively on all three fronts now: 


+ A tax cut builds confidence and economic momentum, 
boosting private-sector growth and creating jobs. 


@ The stimulus of a tax cut will cushion the impact of 
government's cost-saving measures. 


@ The tax cut will do the most good if delivered early, 
while there is still slack in the economy, because it 
encourages quicker re-employment of idle resources. 


¢ International evidence shows that one characteristic of 
those governments that have been most successful at 
reducing their debt was early and significant spending 
reductions; countries that tried to reduce debt through 
tax increases and minor spending reductions were 
generally unsuccessful. 
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¢ New technologies provide opportunities to restructure 
government to deliver core services better while 
achieving large cost savings. 


The new economics of government 


Government The shift toward smaller government in Ontario reflects a new 
that’s too understanding that letting government grow too large cuts economic 
. rowth. 
large stifles 9 
growth The growth of government into areas of questionable value leads to 


high spending levels and taxpayer resistance. There is now a 
worldwide movement to find savings in government operations and 
redirect resources back into the private sector. 


Increasing economic evidence supports this direction. In one study, 
covering more than 100 countries, 11 research institutes around the 
world measured the level and change in government economic 
intervention in each country. ' 


Smaller government, more growth 


6% 


OECD country averages, 1960-90 


Japan 


5% 


ita 


a 
& 


w 
(=) 
o 


* Canada 


Sweden 


Germany 


Real GDP growth per cap 


2% "UK 


Switzerland U.S. 


1% 
5% 10% 15% 20% 25% 
Govemment spending, % of GDP 

An index was constructed based on such indicators as the size of 
government, marginal tax rates, and degree of government 
intervention in the economy. The study found that smaller 
government presence in the economy was closely associated with 
stronger economic performance. 


As well, unemployment rates are lower in countries with lower 
intervention and more “economic freedom” as defined by the study. 


82 — 1996 Ontario BupGet 


Less intervention means 
lower unemployment 
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Other research supports the notion that too much government 
spending can hamper growth. A recent historical study? looked at the 
impact of the growth in public spending in industrialized countries. 


The strongest performers in social and economic terms were not 
those with the largest government presence in the economy. On the 
contrary, economies with the smallest increases in public spending 
since 1960 are more innovative and efficient than those where 
spending grew faster. One reason appears to be that those countries 
have not had to increase taxes as steeply to pay for the growth of 
government. 


These findings strongly suggest that a major task of government in 
the 1990s is to focus on the core services that taxpayers value most, 
and to stop delivering those that add little or no value. 


Potential for cost savings 


Questions about the size of government are necessarily linked to 
efficient use of resources in the public sector. Without the discipline of 
market forces, it is difficult to ensure that public services are delivered 
efficiently. 


Through the late 1980s and early 1990s, government in Ontario 
extended its reach into activities of little value to most taxpayers. 
Some were outright damaging to economic growth. Ending unneeded 
activities and doing the rest more efficiently will save tax dollars — 
and open the door to a stronger economy, more jobs and lower taxes 
and deficits. 


The evidence leads to the following conclusions: 


Too many 
activities of 
limited value 
to taxpayers 
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@ Reducing government’s share of the economy 
increases economic growth. 


# Ending unneeded activities by government allows the 
private sector to create more jobs. 


¢ Delivering core services more efficiently saves tax 
dollars. 


Recent performance below potential 


Following this prescription will help Ontario to rejoin the ranks of 
North America’s top economic performers. Despite a well-educated 
workforce, central location in a rich economy and sophisticated 
industrial base, Ontario under-performed the rest of the continent 
during the 1990s. The cause can be traced to the high spending, high 


Ontario will taxes and high deficits of previous governments. 
return to the ¢ Growth between 1990 and 1994 was the worst since 
top economic the Great Depression. 
ranks @¢ The number of people working in the province at the 


end of 1994 was lower than it was at the beginning of 
1990. This is the only five-year period since the 1930s 
that this has happened. 


While the early 1990s was a period of economic turbulence for all of 
North America, several factors deepened the impact on Ontario. As 
Canada’s most industrialized province, Ontario faced a more difficult 
adjustment to increasing economic globalization. 


A series of provincial policy decisions exacerbated Ontario’s 
problems. The provincial government had grown steadily in the late 
1980s, boosting provincial debt and tax levels; and when the 
economy contracted sharply in the early 1990s, government 
spending did not. Its share of GDP rose, financed by high deficits and 
tax increases. 


The resulting inflationary pressures pushed interest rates higher and 
made it harder for Ontario’s private sector to exploit opportunities 
offered by newly lowered trade barriers. 


Provincial income tax rates were raised repeatedly: Ontario’s basic 
tax rate rose 7 percentage points between 1988 and 1993, compared 
to an average of only 2.8 percentage points for other provinces.® In 
addition to increasing the basic rate, the income surtax was raised. 


At the same time, harmful labour market policies such as increases in 
the minimum wage threw up barriers to private-sector growth. If jobs 
in Ontario had grown over this period at the same rate as in the other 
provinces and the United States, there would be a quarter of a million 
more people at work. 


Based on its human and physical resources, the Ontario economy 
has the potential to produce $25 billion a year more in economic 
output than it is producing today, providing many hundreds of 
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Ontario's job growth lagged 
Compared to U.S. and the rest of Canada 
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thousands of additional jobs and higher standards of living. Clearly, 
however, policies of previous governments have worked against 
growth by: 


¢ allowing government spending to grow unchecked; 
@ increasing taxes to pay for government’s growth; 


¢ tripling the provincial debt, because tax increases 
alone were not enough to pay for spending; and 


@ imposing direct barriers to job creation. 


This Budget, like other actions taken by the government in the past 11 Policies will 
months, draws on economic and fiscal policies that will let Ontario let Ontario 
ial. . 
make use of its full potentia grow to its 
potential 


Finding savings and cutting taxes 


International studies show that when countries need to reduce 
deficits, significant cost savings in government operations prove more 
successful than small spending reductions over many years. 


OECD governments which sharply cut their spending and deficits 
enjoyed a resulting boost to competitiveness, private-sector 
confidence and spending that completely offset the economic drag.’ 


Finding the necessary savings as soon as possible underlines the 
government’s commitment to restoring fiscal balance. Coupling this 
action with tax cuts is a further signal of a dramatic change in 
direction. The result is a rapid improvement in private-sector 
confidence and spending, which shortens the time the economy takes 
to adjust to reduced government spending. 
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Moreover, cutting direct taxes on households — of which personal 
income taxes are the main form — is the most successful tax 
measure to take in concert with spending cuts, according to a recent 
study. 


The authors of the study, which looked at the experience of 20 OECD 
countries in their attempts at lowering the government debt-to-GDP 
ratio,> concluded that successful debt reduction relied on finding 
savings at all levels, including transfer payments and direct operating 
expenditures. Unsuccessful attempts to reduce debt relied primarily 
on increases in taxes. 


Jobs and economic growth through tax cuts 


This Budget outlines a three-year plan to reduce personal income 


taxes. 
Economic Numerous empirical studies have found that economic growth is 
wth strongly linked to tax cuts.® This cut in personal income taxes — the 
Ne largest in Ontario’s history — will give consumers more money to 
strongly spend, and will stimulate investment and boost productivity to a 
linked to degree unmatched by any other kind of fiscal action. An income tax 
tax cuts cut not only increases the demand for goods and services, it also 
increases the economy’s capacity to produce those goods and 
services. 


Lower taxes create jobs 
Canadian experience, 1960-90 
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A cut in personal income tax rates will help Ontario’s economy and 
create jobs by: 


@ Putting more money into the hands of consumers. 
Ontario’s recent economic growth has been driven 
mainly by its strong export performance. In order for 
suppliers of domestic goods and services to benefit, 
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consumers must have more confidence and higher 
take-home pay. A tax cut gives them both, especially 
when coupled with measures that underline the 
government's commitment to ending deficits. 


@ Allowing consumers to pay down debt more easily. Consumers, 
Combined with lower interest rates, this lightens debt businesses 
burdens considerably and will allow people to Be 

workers will 


increase consumption. : 

@¢ Giving a break to small business. Hit by high taxes all benefit 
and over-regulation in the early 1990s, small business from tax cut 
was forced out of its usual role of creating jobs. and new jobs 
Cutting taxes gives entrepreneurs more incentive and 
more after-tax dollars to reinvest in their businesses. 


@ Encouraging highly educated workers to stay in 
Ontario after their training. These people will now 
have more reason to continue working in Ontario, 
building industries that can compete internationally. 


Benefits for small business 


Small business drove job creation in the 1980s, but short-sighted 
government policies kept this important sector from playing its usual 
role in the early 1990s. 


Throughout the 1980s, small businesses grew faster in Ontario than 
in the rest of Canada, but this situation was reversed in the recession 
of the early 1990s. 


Within Ontario, the performance of small firms compared to large 
firms suffered a reversal. In the recession in 1991 and 1992, small 
business employment fell more than overall employment in 
percentage terms. Aseries of Ontario government measures 


- Ontario's small employers 
lost more jobs in the 1990s 


Per cent change 
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particularly hurt this sector: the new Employer Health Tax, higher 
personal income taxes, new corporate filing fees, and higher 
minimum wage rates. 


In sharp contrast, between 1985 and 1989, 790,000 of the 982,000 
net new jobs created in Ontario were in firms with fewer than 100 
employees. Even during a deep recession in the 1981 to 1984 period, 
when employment in large firms dropped by 130,000 jobs, 
employment rose by 193,000 in the small firms. 


Entrepreneurs Small businesses often depend on the reinvested earnings of their 
. owners for capital, so lower taxes will contribute both to increased 
will be more investment in existing businesses and to more new business 


willing to formation. There will be an increased willingness by entrepreneurs to 
Start or innovate and take risks, because of the prospect of keeping a larger 
expand firms share of earnings. 


The cut in personal income tax, combined with other measures to 
improve labour market conditions, will help to return small business to 
its role of leading job creation. 


Benefits for skilled workers 


Before this tax cut, Ontario’s marginal personal income tax rate for 
incomes over $67,000 a year was second only to British Columbia’s 
among Canadian provinces, and higher than that of any U.S. state. 


High income-earners tend to be those in whose education the public 
has invested the most. When they leave, the economy loses the 
benefits of their skills and government may lose the tax dollars it 
would otherwise get as a return on the investment in their education. 
A tax cut will encourage more of these workers to stay in Ontario and 
return the benefits of their training. It will also make it easier for 
businesses here to attract workers with scarce skills from outside 
Ontario. 


Benefits for competitiveness 


Higher income taxes can also increase labour costs, since workers 
must raise their money wages if they are to maintain their take-home 
pay. Higher labour costs make the economy less competitive, 
ultimately costing jobs. Empirical studies using U.S. data have found 
that employers faced higher labour costs in states with higher tax 
burdens.’ A Canadian study also found that, in unionized sectors, 
employers end up paying a significant proportion of tax increases 
through higher wages.® 


Strengthening the tax cut’s benefits 


While an income tax reduction is the single most effective action to 
boost both near-term job creation and long-term productivity growth, 
its impact is complemented and strengthened by other measures the 
government is taking. 
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Lifting the barriers to job creation 


In the late 1980s and early 1990s, the Ontario government introduced 
several policies that increased the cost of hiring workers and made 
the labour market less flexible. In Europe, where such policies have 
been in place longer, the result has been persistently high 
unemployment rates compared to less restrictive economies. A similar 
impact on Ontario is evident from the gap which opened between 

U.S. and Ontario unemployment rates in the early 1990s. In the past 
several months, the Ontario government has moved to eliminate 
these barriers. 


Higher jobless rates in Europe 
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Bill 7 represented the first step in restoring a balance between unions 
and employers, making Ontario a more attractive location for 
businesses to invest and create jobs.° 


Payroll taxes rose steeply over the past few years. These are 
particularly harmful to employment, as they are a direct tax on jobs. 
The increases came mainly from the federal level, but a previous 
Ontario government also contributed by introducing the Employer 
Health payroll tax at the beginning of 1990. In this budget, the 
government is eliminating the tax on the first $400,000 of payroll. 


Increases in the minimum wage, which rose 19 per cent in real terms 
between 1989 and 1994 while average real wages stayed flat, also 
cost jobs for those who needed them most, including young people 
looking for the first job that would be vital to their work force 
experience. '° 


Although the increases were aimed at helping the working poor, 
economic studies show that these are the people hurt most by it, 
because it prevents many of them from getting jobs. Combined with 
high social assistance benefits, this increases welfare dependence 
and keeps people out of the workforce longer. 


Rolling back 
payroll taxes 
to create 
more jobs 
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A study that compared the impact of 
social assistance benefits in different 


Sharp increases in Ontario's 
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High welfare benefits make social 
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Lower tax rates and other government 
‘1985. 1987. 1989. +1991. +1993. ~+~«1995 | Measures outlined in this Budget will 
provide people with an increased 
incentive to join the pool of those available to work — just as high 
taxes and other disincentives can discourage participation in the 
labour force. 


Steady growth in the labour force participation rate’? in Ontario was 
broken in 1990. The decline was much larger than can be explained 
by the recession, and it was greater in Ontario than in the rest of 
Canada. 


Labour force participation is important even when unemployment is 
high. There are always new jobs being created, but some are filled 
slowly because the right candidate can’t be found immediately. The 
larger the pool of people available to work, the faster jobs are 
created. 
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When taxes on both payrolls and earnings are high, workers and 
employers have an incentive to go “underground.” This may explain 
some of the drop in labour force participation since 1990, a possibility 
supported by a strong statistical link between higher tax levels and 
greater use of cash in the economy,’ particularly during this period. 
Reducing personal income and payroll taxes should help to reverse 
or slow this movement. So will the government’s emphasis on finding 
cost savings and making its operations more efficient: Surveys show 
that a perception that governments waste tax dollars is a prime 
motivation for tax evasion."* 


Policies that discourage people from looking for work tend to raise 
the wage structure and further discourage job creation. The non- 
inflationary unemployment rate becomes higher, and the Bank of 
Canada is more likely to raise interest rates.'® 


Balancing the books to build confidence 


Ontario’s job growth significantly underperformed the rest of Canada 
in the early 1990s, in spite of large increases in deficit-financed 
government spending. Some would claim that employment would 
have been even weaker without this government spending. 


However, new research shows the opposite — that high spending 
hurts jobs.'® This is because people have come to realize that 
government deficit spending today usually translates into higher 
taxes in future. 


They therefore reduce spending to offset much of the increase in the No link seen 
government's deficit. It is likely that business investors also fear between 
higher taxes in future, putting a damper on their investment plans. . 

The conclusion is that an increase in government spending may spending, 
reduce consumer spending and business investment, worsening a job creation 


recession. 
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Ontario’s own historical experience also refutes the notion that higher 
government spending creates jobs. Each data point in the figure 
below represents the change in real spending on goods and services 
by all levels of government in a year and total job growth in Ontario in 
the following year. 


This historical experience shows that there is no statistical correlation 
between government spending and changes in employment. In four 
cases, reduced government spending in Ontario was followed by 
reasonably strong employment growth; just as often, increased 
spending was followed by job losses. Growth in government spending 
is clearly not vital to job creation. Other factors, such as lower interest 
rates, tax cuts, or greater consumer confidence, can allow the 
economy to expand strongly in spite of weak or negative government 
spending growth. 


Deficit reduction boosts confidence and growth 


Canadian real interest rates have been high by historical standards 
since 1988. Initially, the reason was the Bank of Canada’s tight 
monetary policy, aimed at lowering inflation. The lasting benefits of 
low inflation accrue through lower interest rates only over the long 
run, as investors become confident that inflation is under control. 


In the case of Canada, increased investor confidence has been 
delayed by persistent government deficits, which called into question 
the sustainability of low inflation. 


Bank of Canada Governor Gordon Thiessen has noted that over the 
past year governments in Canada have taken major steps in sorting 
out their budgetary and debt problems, which has helped to bring 
down interest rates.'’ 


Canadian treasury bill interest rates have recently been lower than 
those in the United States, the first time since 1983 that this has 
occurred for more than a few days at a time. 


Commentators agree that this is due in large part to higher 
international confidence in the performance of Canadian 
governments, including the Ontario Government. As the largest 
province, Ontario’s fiscal performance is especially important to 
international investors. 


That same investor confidence appears to have narrowed the spread 
between the yields on Ontario Government and federal government 
bonds in both Canada and the United States. The premium of Ontario 
over Canadian and U.S. government borrowing rates was recently at 
its lowest level since 1990, when Ontario had a AAA debt rating. 


Progress on deficit reduction is clearly boosting international 
confidence, bolstering the Canadian dollar. The measures Ontario is 
taking will allow it to grow more strongly without inflationary 
pressures. 
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Investor confidence narrows 
Ontario's borrowing spread 
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These factors will allow the Bank of Canada to ensure that interest 
rates remain low. This in turn will reinforce economic growth in 
Ontario. Short-term interest rates have fallen about 3 percentage 
points compared to a year ago. Each sustained percentage point 
reduction in interest rates creates about 25,000 jobs in Ontario and 
boosts GDP by about 1 per cent after two years. 


The time to reshape government is now 


Technology is changing government fundamentally, just as it is 
changing all other sectors in the economy. New technologies make it 
possible for governments to provide services in new and more 
efficient ways, such as “one-stop shopping” for business 
registrations. They allow various public services to be priced more 
realistically and fairly than they have been in the past. And they 
create entirely new demands for government goods and services. 


At a more fundamental level, technological change is redefining the 
nature of public goods, allowing certain goods and services that were 
previously provided by government to be produced by the private 
sector. Demographic shifts should also push government to re-think 
the services it provides. 


Ontario has been slow in addressing the need for government 
restructuring created by technological and demographic changes. 
One measure of this is employment. The Ontario public sector 
accounted for 39 per cent of total job growth in Ontario between 1985 
and 1994, increasing its share of total employment from 16 per cent 
to 19 per cent. 


interest-rate 
fall of 1 per 
cent creates 
25,000 jobs 
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The costs and complexities of government have gone up sharply 
since the early 1980s, but the benefits to taxpayers have not. Bringing 
costs into line with benefits will save tax dollars and make the 
economy work better. 


There is widespread agreement that governments in Canada should 
and could be smaller and more effective, so that core services are 
protected. 


The government’s approach to restructuring is based on the need to 
act quickly, to send a strong signal that will increase business and 
consumer confidence. Like other jurisdictions, it recognizes the need 
to address its own, as well as transfer partners’, spending. And it aims 
to find savings in order to provide quality services in line with what _ 
Ontarians need now and in future. 


Since coming to office, the government has announced that it will find 
savings throughout its operations. It is also changing the way 
government organizes its activities, by requiring ministries to draw up 
business plans that explain how priorities will be met. 


Restructuring also involves asking whether programs and services 
could be delivered better and more cheaply by the private sector, or 
by another level of government. For those services which government 
retains, restructuring involves finding greater efficiencies through 
better technology, better organization, and plain common sense. 


Private businesses, like other taxpayers, will benefit directly from 
these improvements, as well as from the overall reduction in costs 
that follow from smaller government. 
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Policies that support growth 


Ontario’s government, in this budget and its other measures, has 
introduced a set of policies that aims to promote economic growth 
and job creation. The speed with which it has acted on several fronts 
responded to a deterioration in the province’s fiscal and economic 
situation that called for immediate action. It also reflected the way in 
which the policy measures are designed to reinforce one another, 
amplifying the gains that each might have achieved alone. 


It is the impact of everything Ontario is doing — cutting taxes, 
balancing its books, and reshaping government — that together will 
pay off with strong economic growth and job creation. 


Notes: 


1 Economic Freedom of the World, 1975-1995, published in Canada 
by the Fraser Institute (Vancouver, 1996). 


2 V. Tanzi and L. Schuknecht,“The Growth of Government and the 
Reform of the State in Industrial Countries,” (IMF Working Paper, 
December 1995). 


3 Not including Quebec. The nature of the tax system in Quebec, 
which does not take part in the federal tax collection agreement, 
makes comparison with that province difficult. 


4 Francesco Giavazzi and Marco Pagano, “Non-Keynesian Effects of 
Fiscal Policy Changes: International Evidence and the Swedish 
Experience.” (Cambridge, Mass: National Bureau of Economic 
Research Working Paper No. 5332, November 1995). 


5 Alberto Alesina and Roberto Perotti, “Fiscal Expansions and 
Adjustments in OECD Countries,” Economic Policy, October 1995. 


6 This literature is surveyed by Karl Habermeier and Steven 
Symansky, “Fiscal Policy and Economic Growth,” (International 
Monetary Fund Occasional Paper No. 125, 1995). 


7 Martin Feldstein and Marian Vaillant, “Can State Taxes 
Redistribute Income?” (National Bureau of Economic Research 
Working Paper No. 4785, 1994); and Sally Wallace, “The Effects of 
State Income Tax Differentials on Wages,” (November 1993), 23 
Regional Science and Urban Economics 611-628. 


8 Douglas Auld and David Wilton, “The Impact of Progressive 
Income Tax Rates on Canadian Negotiated Wage Rates” (May 
1988), 21 Canadian Journal of Economics pp. 279-284. 


9 For example, Peter Cramton and Joseph Tracy, in a study called 
“The Use of Replacement Workers in Union Contract Negotiations” 
(National Bureau of Economic Research Working Paper No. 5106) 
discuss the impact of such measures on labour costs. 
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10 Michael Shannon and Charles Beach, “Distributional Employment 
Effects of the Ontario Minimum Wage Proposals.” Canadian 
Public Policy, 1995, No. 3. 


11 D. Allen, “Welfare and the Family: The Canadian Experience,” 
Journal of Labour Economics, January 1993, pp. S201-S223. 


12 Defined as the percentage of the population either working or 
actively looking for work. 


13 Peter S. Spiro, “Estimating the Underground Economy: A Critical 
Evaluation of the Monetary Approach,” Canadian Tax Journal 42 
(1994 No. 4) pp. 1059-1081. 


14 D. Francis, “High taxes turn Canadians into cheats,” Financial 
Post, June 23, 1995, p. 19. 


15 Stephen S. Poloz, “The Causes of Unemployment in Canada,” 
(Bank of Canada Working Paper 94-11, November 1994). 


16 Paul R. Masson, Tamim Bayoumi, and Hossein Samiei, “Saving 
Behaviour in Industrial and Developing Countries,” Staff Studies 
for the World Economic Outlook (Washington: International 
Monetary Fund, 1995). 


17 Bank of Canada, 1995 Annual Report, February 29, 1996, p. 6. 
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Open and Accountable Government 


In early November 1995, after three months of study, the Ontario 
Financial Review Commission presented Finance Minister Ernie Eves 
with 55 recommendations to make government in Ontario more open 
and accountable. 


As the Commission said in its report, Beyond the numbers: A new 
financial management and accountability framework for Ontario: 


The Commission believes that competent and hard-working public 
servants throughout the system are trying to find more efficient ways 
of organizing and doing their work, and are trying to build on what 
they have learned to improve performance in future. 


To improve results, and in line with its mandate, the Commission 
made recommendations in three broad areas: planning, financial 
reporting and accounting, and Crown agencies. 


Quick action on recommendations 


Three weeks after receiving the Commission’s final report, the 
government announced in the November Fiscal and Economic 
Statement that it was acting on several recommendations 
immediately. As a result, it would: 


@¢ use the same reporting standards for all of its 
budgetary reports and updates, the standards set by 
the Public Sector Accounting and Auditing Board 
(PSAAB); 


@ adopt a prudent planning framework, using cautious 
forecasting, to ensure that deficit targets were met; 


# set out longer-term deficit and debt-reduction targets; 


establish a contingency fund to cushion against 
unforeseen economic changes, starting with the 1996 
Budget. 


The November Statement promised that this Budget would address 
the remainder of the Commission’s recommendations. 


The government has accepted 52 recommendations, of which it has 
already implemented 25, and is working on implementing 27 others. 
In three instances, legislative change is needed for implementation. 


A listing of each recommendation follows. The government’s 
response is indicated in italic type after each recommendation. 
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Recommendations and responses 


|. Planning 


A. Framework for fiscal planning 
1.1. That government adopt a prudent planning framework which: 


— encourages cautious forecasting and better 
expenditure planning; 


— monitors results for the purpose of taking any 
corrective action that is needed; and 


— includes provisions for unexpected changes in its 
economic outlook 


in order to ensure that it meets or exceeds its deficit and debt 
reduction targets in the most effective and efficient way. 


The government has taken immediate action to create a 
prudent fiscal planning framework: 


— For planning and financial reporting purposes, the 
Province has adopted the guidelines set out by the 
Public Sector Accounting and Auditing Board 
(PSAAB) for reporting in the Budget and Public 
Accounts. 


— Starting with this Budget, a reserve is included in the 
Provincial deficit outlook to accommodate negative 
unforeseen changes in economic conditions which 
may affect the fiscal plan. 


~ As well, the fiscal plan is based on prudent economic 
assumptions to provide additional assurance that 
deficit targets will be met. 


|.2 That government present a three-year business plan as part of 
its annual Budget. This business plan should: 


— outline goals and priorities in enough detail that 
ministries can use it as a basis for their business 
planning, as outlined in Recommendation |.16 below; 


— explain government’s targets for effective and 
efficient performance and how it will measure 
progress towards them; 


= report on progress toward established goals and 
explain the reasons for changes from its previous 
plan; and 


— outline the revenue, expenditure and economic 
projections for the upcoming year and the following 
two years. 
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This budget contains a five-year plan to balance the budget. It 
also outlines specific fiscal performance measures, a three-year 
economic projection and a two-year fiscal forecast. It gives 
interim results for the fiscal year just ended. It provides a 10- 
year historical performance comparison of key economic and 
fiscal data. 


The government will report in future budgets on progress toward 
its plan. 


B. Better fiscal management and revenue forecasting 


1.3 


That government return to the practice of tabling its Budget, 
which would now include a business plan, before the start of the 
fiscal year. 


The Commission suggested a thorough review — including 
examination by a Legislative committee — of measures to 
speed approval of spending authority. Government will consider 
the legislative committee’s recommendations on this important 
goal, following the review. 


That government provide, in its annual Budget, deficit targets 
(and underlying fiscal forecasts) for the upcoming and following 
two years, and that it measure itself against these targets in the 
subsequent Budget and other reports to the people of Ontario. 


The 1995 Fiscal and Economic Statement set out annual deficit 
targets to balance the budget by the year 2000-01. This budget 
provides annual deficit targets for each of the next five years as 
well as a two-year forecast of Provincial revenues and 
expenditures. 


Fiscal projections beyond this time horizon are subject to 
significant variation due to changes in the economy and other 
external factors. The government will continue to develop its 
capacity to provide reliable and meaningful fiscal forecasts for 
future years. 


The government will report annually in the Budget and measure 
itself against planned deficit targets. 


That government provide in its annual Budget a longer term 
view of its debt reduction targets, and that it measure and report 
on its progress towards those targets in its subsequent Budget 
and other reports. 


In the 1995 Fiscal and Economic Statement, the government 
outlined a realistic and workable Balanced Budget Plan to 
eliminate the deficit by the year 2000-01. At that time, the 
government clearly outlined the debt levels associated with this 
deficit reduction plan. 


Future budgets will report on debt reduction through the Ontario 
Opportunities Fund created in this budget. 
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1.10 


1.11 
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That the Budget contain commentary on socio-economic trends 
that are likely to have a significant longer-term impact on the 
Province’s fiscal health, and outline measures that may be 
needed to deal with those. 


Budget paper B, Jobs and Growth, and paper D, Economic 
Policies for Jobs and Growth, discuss important trends affecting 
Ontario’s fiscal and economic health. 


That government’s fiscal forecast be biased towards the 
cautious end of the range of forecasts that are consistent with 
its economic forecast. 


The revenue forecast is deliberately cautious. The outlooks for 
individual tax revenues reflect that caution. In the case of the 
provincial income tax outlook, the forecast is developed using 
cautious assumptions (e.g., slow growth in average tax rate, 
strong RRSP growth). 


That the Budget set out a contingency fund exclusively to 
cushion fiscal targets against the impact of negative unforeseen 
economic changes. Government should apply any part of the 
fund which has not been spent by year-end to reducing the 
deficit and debt. 


Starting in 1996-97, the Provincial deficit will be calculated to 
include a reserve to protect against the impacts of unforeseen 
and adverse economic changes on the fiscal plan. Any unused 
funds in the reserve at year-end would be used to reduce the 
deficit and debt. 


That, where there is disagreement or uncertainty over the 
methodology for calculating future federal transfer payments, 
Ontario adopt for the purposes of fiscal planning the most 
prudent methodology. 


Where changes to federal payments are expected in the future, 
the Province will assume a prudent forecast from among the 
range of options available to the federal government. 


That the Ministry of Finance each year collect and evaluate a 
list of contingent expenditures and other latent costs throughout 
government that might increase spending. 


The government has adopted recommended guidelines for 
setting up provisions for costs resulting from known activities. It 
is reviewing how best to approach possible costs of a more 
contingent nature, as addressed by this recommendation. 


Ontario is working with other governments in Canada and the 
accounting/auditing profession to develop accounting standards 
specifically for such costs. 


That government use significant unanticipated revenues to 
reduce the deficit and debt, and that this be clearly disclosed in 
financial reporting. 


As part of the government’s Balanced Budget Plan, any 
unanticipated revenues or unused reserves, beyond what is 
required to meet the annual deficit target, will be incorporated 
into the government's overall strategy to balance the budget by 
the year 2000-01. These transactions would be fully disclosed 
and reported in the Budget. 


1.12 That the Ministry of Finance focus its efforts to improve its 
revenue forecast on getting better information about its main 
sources of revenue: personal income tax, corporations tax and 
retail sales tax. 


In developing new computer systems for revenue collection, the 
Ministry will also take into account the needs of revenue 
forecasters to have access to timely data on the economy’s 
performance. 


1.13 That the Ministry of Finance take steps to create a fuller and 
more open system of personal income-tax information sharing 
with the federal government, and pursue as a matter of urgency 
its continuing requests for monthly information on source 
deductions. . 


The Ministry has successfully obtained additional provincial 
income tax information from the federal government, including 
information on source deductions at the federal level. Ontario 
Finance staff have strengthened contacts with federal 
forecasting staff. 


1.14 That forecasts of revenues from any new non-tax initiative be 
supported by a prudent and realistic business plan. 


Revenue forecasts from such initiatives are carefully scrutinized 
before being incorporated into the revenue outlook, to ensure 
that they are based on sound and prudent assumptions 
consistent with the overall cautious approach used in the fiscal 
plan. 


C. Business plans and performance measurement 


1.15 That the government adopt an integrated framework for 
ministries’ activities that better links planning, monitoring, 
reporting and evaluation to improve the management and 
accountability processes. 


The government has adopted a business planning approach 
which ensures that ministries undertake a rigorous review of all 
activities. The initial results of the business planning process, 
including ministry core businesses and key program reductions 
for 1996-97 and 1997-98, were made public on April 11. 


1.16 That, as part of the framework, each ministry: 


— _ prepare a three-year business plan that reflects the 
government’s priorities; 


1996 Ontario Bupcet — 103 


1.17 


1.18 
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maintain the three-year outlook by updating its plan 
annually before the start of each fiscal year; 


specifically address in the plan the measurement of 
progress towards its stated goals and reasons for 
changes to its previous plan; 


Outline in the plan what it believes to be suitable 
performance measures and targets at the ministry 
and program level, subject to review by a Legislative 
committee; 


include detailed spending and, if appropriate, revenue 
plans for the upcoming fiscal year and estimates of 
these for the following two years; 


explain in its plan the delivery structure to be used, 


including the roles, relationships and accountability of 
all entities that provide service on behalf of the 
ministry, and provide justification for this structure; 
and 


provide semi-annual summaries of progress for 
Ongoing monitoring and appropriate action to improve 
performance. 


All ministries have prepared business plans which are based on 
the government's priorities. These plans will be updated 
annually. 


All ministry plans establish core businesses, key outcomes and 
proposed performance measures. These will be made available 
to the Legislature. 


Ministry plans also contain detailed spending plans for the 
coming year, along with directions for the medium term. 
Ministry plans will enable the government to establish clear 
linkages between core businesses, key outcomes, ministry 
resources and administrative structures. 


Ministries will engage in consultation to help determine 
appropriate accountability and performance measures, 
including specific quantitative indicators. 


That government initiate a system of recognition and rewards in 
the public service to motivate effective and efficient behaviour, 
and remove current disincentives to such behaviour. 


The government accepts this recommendation in principle, 
within the goal of making government more effective and 
efficient, and is looking at options for such a system. 


That the requirement for business plans, as outlined in this 
report, at the government, ministry, and agency level, be 
legislated. 


The government agrees with the intent of this recommendation 
and has proceeded to develop business plans which will be 
shared publicly after the release of the budget. 


Under section 3 of the Management Board of Cabinet Act and 
section 6 of the Treasury Board Act, Management Board of 
Cabinet has required ministries to complete business plans. 


1.19 That government have a review carried out with the goal of 
ending the current Estimates process, which is ineffective. This 
review, by either a special task force of the Legislature or an 
existing committee, should focus on an earlier and more useful 
debate of spending authority. 


The government will work with the Legislature towards 
improving its ability to effectively review ministries’ spending 
authorities. 


1.20 That the special review consider the following additional 
suggestions from the Commission: 


— an appropriate committee of the Legislature, which 
could be a renamed and re-defined existing 
committee, should be given the task of reviewing 
each ministry business plan before the start of the 
three-year planning cycle it covers; 


— the committee should conduct reviews on a three- 
year rotational cycle (that is, look each year at the 
plans of one-third of ministries), with attention to past 
and planned outputs and outcomes, and be able to 
recommend changes to plans; 


= in looking at each plan, the committee should be able 
to consult with the appropriate Minister and Deputy 
Minister, the Provincial Auditor, and others as needed; 


— the committee should look at the ministry’s proposed 
measures and targets for performance to make sure 
they are appropriate, well-designed and rigorous; 


- committee staff should then monitor results on a 
semi-annual basis, and the committee should be able 
to require the Minister and/or ministry staff to appear 
before it as required; and 


— spending authority should be secured immediately 
after the tabling of the Budget. 


The government will work with the Legislature on these 
proposals. The final decision on this recommendation rests 
with the Legislature. 
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Il. Financial reporting and accounting 


A. Accounting basis and system 


Hl. 


2 


That government adopt PSAAB standards for the Budget, 
related spending authority and updates on the fiscal situation. 


The government adopted this recommendation on November 
29, 1995 and continues to use PSAAB standards in this budget. 
It began reporting the fiscal updates on a PSAAB basis with the 
Third Quarter Ontario Finances for 1995-96. 


Adopting PSAAB standards for spending authority as 
recommended by the Commission requires a further investment 
in financial systems and training and will require legislative 
change. The government is working towards adopting these 
changes over the next two fiscal years. As a transitional 
measure, a reconciliation of PSAAB to modified cash 
expenditures will be provided, at a Ministry level, in the 
Estimates for fiscal 1996-97. 


That government adopt one financial management and 
reporting system for all ministries, in place of the incompatible 
systems currently in use. 


The government accepts this recommendation in principle and 
will set central standards for integrated financial reporting. As 
part of its review of internal administration, it will identify ways of 
achieving the goals outlined by the Commission. 


B. Financial reporting 


I.3 


1.4 
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That government produce an annual report consisting of: 


financial statements similar to those currently 
produced as part of the Public Accounts, with the 
addition of a column showing the Budget plan; and 


a management discussion and analysis that includes 
financial and economic highlights and reports on 
performance against the goals set in the Budget and 
business plan at the start of the year. 


A news release Summarizing the annual report should 
accompany its publication. 


The government will publish its Annual Report later this year 
incorporating the additional material requested by the 
Commission. 


That government's annual report and the Public Accounts be 
presented no later than 120 days after the year end, but 
preferably within 90 days. 


The government accepts this recommendation in principle and 
will work over the next two years toward meeting the outlined 
120-day timeframe. Achievement of this goal depends on the 
introduction of the financial system described in response to 
recommendation I1.2. It will aim to report results within the 90- 
day timeframe as financial systems are further upgraded. 


11.5 That government produce quarterly financial statements, on the 
PSAAB basis, containing for each quarter: 


- an updated fiscal forecast for the year, compared to 
the Budget plan for the year; and 


— actual results for the current year to date, compared to 
year-to-date actual figures for the prior year. 


The second quarter should also contain a revised economic 
forecast for the year and outline its impact on the year’s fiscal 
forecast, and should provide an update of the economic forecast 
for the next two years. 


The government has accepted this recommendation and 
prepared the 1995-96 Third Quarter Ontario Finances on a 
PSAAB basis. The quarterly financial updates take into account 
changes in economic conditions which affect the revenue 
projections. 


Proposed changes in financial systems referred to in 
recommendation II.2 would permit the timely reporting of year- 
to-date numbers on a PSAAB basis, which is not possible now. 


Ontario Hydro and Workers’ Compensation Board 


1.6 That government clarify the ownership of Ontario Hydro in order 
to end confusion in financial reporting. 


The government accepts this recommendation in principle. 


1.7 That government require the Workers’ Compensation Board 
(WCB) to draw up, within the next year, a workable and credible 
plan to eliminate its existing unfunded liability. This plan should 
Outline specific benchmarks at regular intervals; and the 
government should monitor the plan’s progress to make sure 
corrective action is taken if it falls short of those benchmarks. 


The Honourable Cam Jackson, Minister Without Portfolio 
Responsible for Workers’ Compensation Reform, is currently 
reviewing the system. 


11.8 That the present disclosure of the Workers’ Compensation 
Board in the notes to the financial statements in the Public 
Accounts be improved by expanding it to include summary 
disclosure of the Board’s balance sheet and its statement of 
operations and unfunded liability. 


The government will do so, beginning with its financial 
statements in the 1995-96 Public Accounts. 


1996 Ontario Bupcet — 107 


1.9 


11.10 


That government review the current governance structure of the 
Workers’ Compensation Board with a view to making it 
financially accountable, more effective, and better able to 
provide leadership. 


Bill 15, which received Royal Assent on December 14, 1995, 
introduced a new multi-stakeholder governance structure to the 
WCB, intended to provide more effective leadership for the 
organization. As well, the Bill 15 reforms place a statutory duty 
on the Board of Directors to act in a financially responsible and 
accountable manner. 


That the investment practices of the Workers’ Compensation 
Board be reviewed independently to assess whether return on 
investments is appropriate to its long-term goals. 


Bill 15 amended the Workers’ Compensation Act such that the 
Memorandum of Understanding (MOU) between the Minister of 
Labour and the WCB will now require the WCB to provide the 
Minister of Labour, on an annual basis, with a five-year strategic 
plan, including a statement of investment policies and goals. On 
receiving this statement, the Ministry of Labour will seek 
Ministry of Finance advice on Board investment policies and 
goals. 


C. Accounting issues 


11 


Hei 
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That, in absence of a PSAAB guideline in a specific area, 
government follow, in order of authority and depending on 
availability: 


accepted public-sector practice; 


generally accepted accounting principles in the 
Handbook of The Canadian Institute of Chartered 
Accountants (CICA); 


guidance from the CICA’s Emerging Issues 
Committee; or 


accepted private-sector practice in the area. 
Accepted. 


That government continue its accounting treatment of capital 
assets, which is generally to expense all spending on assets in 
the year they are bought or built, and follow those practices in 
the Budget and quarterly updates until PSAAB standards deal 
with capital assets. If and when PSAAB standards for capital 
assets are issued, government should adopt them. 


The government will continue its current treatment of capital 
assets, as recommended, and will work with PSAAB to develop 
appropriate standards in this area. 


1.13 That, when reporting the impact of restructuring that involves 
reducing staff, government follow the guidance of the Emerging 
Issues Committee of The Canadian Institute of Chartered 
Accountants. 


The government accepts this recommendation for 1995-96 and 
future fiscal years. It has accounted for the costs of decisions 
made during 1995-96 following the standards outlined by the 
Emerging Issues Committee. 


Il.14 That government recognize all expenditures, including those 
related to downsizing or asset write-offs, in arriving at the 
annual deficit. It may disclose separately these and similar non- 
recurring costs. 


The government accepts this recommendation and has 
accordingly accounted for these transactions in the preparation 
of the Budget, mid-term forecast and interim numbers for the 
fiscal year ending March 31, 1996. 


1.15 That the proceeds of asset sales or other transactions outside 
the normal course of business be included in the reporting of 
government’s annual deficit and disclosed separately from 
ongoing revenues. 


Accepted. 


lil. Crown agencies 


A. Service delivery 


lll.1 That government develop a management framework, based on 
the one outlined in the OFRC report, to determine which type of 
organization will deliver services most effectively and efficiently. 
This framework should specifically address the accountability 
issues that follow from any special powers the particular 
organization is given, and require ongoing monitoring to ensure 
that any special powers are justified. 


Government should use this framework to decide whether the 
structures and operations of existing organizations need to 
change to improve their performance. 


The government has adopted a framework to guide decisions 
on the most appropriate organizational structure with which to 
deliver effective and efficient services. 


The government is developing an accountability framework with 
elements appropriate to the organizational structure. 


A review of the approach to the scheduling of agencies and 
associated accountabilities forms part of this work. 
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HN.2 


N.S 


1.4 


N.S 


1.6 
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That when an agency is the organization used to deliver a 
government service, its business plans and published annual 
reports detail the costs and benefits of agency status. If the 
costs significantly outweigh the benefits over time, then 
government should conduct the activities through a ministry 
instead. 


The Government accepts both elements of this 
recommendation to strengthen its agencies’ reporting 
obligations. 


Linkages will also be built into the business planning and review 
processes to ensure that the cost-benefits of services provided 
through agencies are reviewed as part of the Estimates review. 
All operational agencies continue to be subject to 5-year sunset 
reviews. 


That, where there are no overriding public-policy reasons for 
government ownership of an enterprise which could operate 
successfully in the private sector, the private sector carry out 
the activity instead. 


The Government concurs with the intent of this 
recommendation, and integrated it into the terms of reference 
for its 1996-97 planning process. 


All agencies are currently being reviewed to determine the 
relevance of their mandates, and the effectiveness and 
efficiency of their operations. Change will be directed, where 
appropriate. 


That government set out an accountability framework for all 
Crown agencies. The framework should require that agencies 
produce business plans, similar to those recommended for 
ministries, which set appropriate targets, report on results, and 
require ongoing monitoring. This framework should incorporate 
ongoing measurement of costs and benefits of agency status, 
as discussed in Recommendation Ill.2. 


The Government accepts these recommendations and commits 
to modifying the Accountability Framework which now governs 
agencies, boards and commissions to meet this intent. 


B. Accounting and accountability for existing agencies 


That government expense, in the year they are made, any 
financial contributions needed to establish or continue an 
enterprise’s self-sustaining status. 


Accepted. 


That, when an agency is classed as an enterprise on the basis 
of financial projections, it update those projections annually. 


The government accepts this recommendation and will carry out 
reviews of projections annually. 


lll.7 That government write off, at the time of its decision, its 
investment in any agency that it judges to be no longer self- 
sustaining. The agency should then be reclassified and treated 
as a service organization. 


Accepted. 


I1!.8 That, where an agency has both enterprise and service 
activities, the agency’s own reporting clearly differentiate 
between these activities. Where it also acts as agent for 
government or other government agencies, the agency’s 
financial statements should give appropriate note disclosure of 
its activities as an agent. 


As part of the Public Accounts process, the Ministry of Finance 
will direct agencies to modify their reporting to reflect separately 
their enterprise and service activities and their activities as 
agents. 


Ill.9 That, when creating a new agency, government seek to give it 
responsibility for activities that are either enterprise or service in 
nature, but not both. 


The government accepts this recommendation in principle. 
Exception to this approach will require Management Board of 
Cabinet approval. 


C. Recommendations specific to agencies 


11.10 That the Metro Toronto Convention Centre (MTCC), which now 
reports as an enterprise, provide annual updates of its business 
plan to support that continuing status. 


The Government will review MTCC’s projections annually. 


l11.11 That updated projections and business plans use net income as 
defined under generally accepted accounting principles in 
assessing MTCC’s self-sustaining status. 


The government has notified MTCC that it has accepted this 
recommendation, and this definition is now required. 


I11.12 That the Province show as an expenditure in its financial 
statements its proposed $75 million non-repayable construction 
grant to MTCC when it is paid. 


The $75 million provided to MTCC has been recorded as an 
expense in the fiscal year ending March 31, 1996. 


11.13 That, when and if PSAAB adopts its proposed standards on 
Crown agency reporting, the Development Corporations of 
Ontario (DCO) be classified as a service organization. 


The government accepts this recommendation in principle. After 
the release of the OFRC report but before PSAAB adopted its 
proposed standards on Crown agency reporting, the 
government decided to wind down the Development 
Corporations. 
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I1l.14 That the various regional agencies of the Ontario Development 


Corporations be combined and report as one entity. 


As noted, the government decided to wind down these 
corporations. 


111.15 That the Ontario Financing Authority (OFA) retain its status as 


an agency and that, in order to strengthen its risk-management 
capability, it be given greater management and administrative 
flexibility and add outside directors to its board. 


The government accepts this recommendation in principle. The 
OFA is working with outside advisors to determine how best to 
implement the OFRC recommendations. The results will be put 
forward for the government's consideration in this fiscal year. 


111.16 That the board of directors of the OFA set over-all goals that 


are in line with its status as a government agency, and ensure 
that its risk-management policies in all its activities, including 
managing the Province’s debt and investment portfolios, are 
consistent with those goals. The OFA should also ensure that 
its risk-management and disclosure policies draw on the best 
practices of the financial community. The OFA’s annual report 
should disclose its goals, policies and practices in detail, along 
with related targets, activities and performance. 


The government accepts this recommendation in principle. 
These changes will be reviewed at the time the report referred 
to in IIIl.15 is presented. Changes such as the addition of 
external expertise to the OFA Board, and greater organizational 
flexibility already addressed in III.15, will help to ensure the 
recommendations are met. 


The OFA will continue to review its corporate plan and annual 
report processes to ensure clear communication of its goals, 
policies, performance targets and results. 


11.17 That the Ontario Transportation Capital Corporation (OTCC) 


and government monitor regularly and assess at least annually 
OTCC’s performance against projections to support its 
continuing status as a government enterprise, in view of the 
government's significant investment in OTCC and because of 
the uncertainty of OTCC’s ultimate self-sustainability. 


The government will review OTCC’s projections annually. 


11.18 That the Ontario Clean Water Agency (OCWA) show, in a 
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detailed business plan, the measures that will be required for it 
to remain self-sustaining as it faces more private-sector 
competition in its operating activities and lessens its 
dependence on profits from its financing activities, which are 
now the source of its self-sustaining status. 


The Government accepts this recommendation in principle and 
has already ensured that OCWA’s 1996 Business Plan includes 
measures to maintain and enhance its self-sustaining status. 


IIl.19 That government consider granting OCWA more management 
and administrative flexibility to allow it to operate more 
competitively. 


The government is currently reviewing OCWA’s mandate, roles 


and responsibilities. This recommendation will be considered 
within that context. 


IIl.20 That the Ontario Realty Corporation (ORC), which now reports 
as a government enterprise, be treated as a service 
organization instead. It should retain its status as an agency in 


order to draw on outside expertise in managing the Province’s 
real estate assets. 


The government accepts the recommendation that the ORC be 
treated as a service organization, and has incorporated its 
impact into the Budget mid-term fiscal plan and interim numbers 
for the year ending March 31, 1996. 


The government is currently reviewing ORC’s status as an 
agency. 
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“The people of Ontario want to know that tomorrow will 
be better than today — for themselves, and for their 
children.” 


The Honourable Ernie Eves, Q.C. 
Minister of Finance 
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PNVWES PUN'G EN® THE FUTURE 


INTRODUCTION 


The Province of Ontario is on the way to a better tomorrow. The 
endless cycle of tax, spend and borrow is over. From the first day 
our Government took office, our plan has been clear: lift the 
burden of debt from our children’s shoulders while reinvesting in 
priority programs like health care and education. 


Under the leadership of Premier Mike Harris, our plan allows 
Ontarians to keep more of their hard-earned money; it invests in 
health care, classroom education and safe communities; it reduces 
the size of government and ensures that taxpayers’ dollars are 
spent more wisely. 


Between 1985 and 1995, the period Premier Mike Harris refers to 
as “The Lost Decade”, previous governments hiked taxes 65 times, 
including || increases to personal income tax. These tax hikes did 
not balance the budget or create jobs. In fact, debt tripled over 
this period, choking Ontario’s growth potential and eroding the 
economic health of this Province. 


Our Government is turning the economy around. We recognize 
that all Ontarians deserve opportunity and a job, with the personal 
dignity and security that a job brings. To that end, we are continuing 
with our tax cuts to create jobs. Today | will announce a further 
20 reductions, for a total of 30 tax cuts in less than two years. 


We have cut government spending in a deliberate and careful way, 
because government was too big, too wasteful and was doing too 
many things that could be done better by the private sector. 


We are reducing the size of governments in this province, peeling 
away the layers of red tape and bureaucracy. We are redefining 
the role of governments in Ontario to make them more 
accountable to taxpayers. 


| am pleased to report today that our plan is working. Ontario’s 
economy is responding with jobs and growth and, perhaps most 


Investing in the 
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Thirty Tax Cuts in 
Less Than Two 
Years 


Renewed 
Confidence and 
Optimism 


A Better Future 
for our Children 
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importantly, with renewed confidence and optimism. This 
document builds on the Budget | presented last year. It is based 
on sound economic and fiscal policies. 


We are investing in the economy and helping Ontarians get jobs. 
This Budget helps small businesses get access to capital to invest 
in the economy and do what they do best - create jobs. 


We are investing in research and development to create jobs for 
the future. The actions | announce today will reaffirm Ontario as 
one of the leading jurisdictions for new research and development 
in the world. 


We are investing in health care because Ontarians deserve care 
that is second to none. Our Government is not only keeping our 
commitment to guarantee health care funding, we are increasing 
our investment. 


We are investing in our classrooms, and in fairer support for child 
care for all working families, giving Ontario’s future leaders the 
best start possible. 


We are investing in a better future for our children, for my 
daughter Natalie and her generation. In the words of Premier 
Leslie Frost, “We are laying the sure foundations for a greater and 
stronger Ontario”. 


This Budget will help secure those foundations for all Ontarians -- 
now and for future generations. In preparing it, | received 
assistance and advice from literally hundreds of Ontarians. | have 
considered their advice carefully and | thank them for their 
important contribution. 


| want to thank all my colleagues, especially Premier Mike Harris, 
for his guidance and leadership. 


| want to express my appreciation to the dedicated staff of the 
Ministry of Finance led by Deputy Minister Michael Gourley, to my 
loyal personal staff led by Louise Girouard, and to my wife Vicki 
and daughter Natalie for their support and understanding. 
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BALANCING THE BUDGET 
AND CONTROLLING THE DEBT 


On Track for a Balanced Budget 


Everyone knows that when we took office in June 1995, 
government was spending $1 million more every hour than it was 
taking in. 


Thanks to our cautious and prudent approach, the deficit for the 
fiscal year 1996-97 will be $7.5 billion, an improvement of $710 
million over the 1996 Budget Plan. 


Support for Priority Programs, 1997-98 
Total Expense: $54.3 Billion 


Other 
$17.7B 


CARE 
$18.5B 


For fiscal year 1997-98 our Budget Plan projects a deficit of $6.6 
billion. The deficit will be reduced further to $4.8 billion next year 
or some 58 per cent less than the deficit we faced on taking office. 


Our Balanced Budget Plan will ensure that the deficit is eliminated 
by the year 2000-01. 


We have turned the corner toward a balanced budget. 


Improving on our 
Deficit Target 


Turning the 
Corner Toward a 
Balanced Budget 
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Ontario's Balanced Budget Plan on Track 
Medium Term Deficit Targets 
$ Billions 


Achieved: 


95-96 96-97 97-98 98-99 99-00 00-01 
Actual Interim Projected 


Note: The potential deficit outlook as of June 1995 of $11.3 billion and the actual deficit of $8.8 billion in 1995-96 have been restated 
to reflect the reclassification of GO Transit and the Ontario Housing Corporation to govemment service organizations. 


Controlling Ontario’s Debt 


We Remain on While we remain on track for our balanced budget target, we are 
not about to sit by and watch our children’s future swept away by 


Track for our 
a sea of debt. 


Balanced Budget 
Target It would be wrong to shackle our children with this financial 
burden. The debt threatens our economy and our public services. 
It means that the Province must continue to pay more than 
$9 billion in interest each and every year. This is more than we 
spend on education and is now almost half the size of the budget 
for health care, our highest priority. 


Once the budget is balanced, we will put in place a program to cut 
that debt to ensure that our children will have the opportunities 
they deserve. 
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ONTARIO’S ECONOMY - STRONG, AND 
GETTING STRONGER 


Ontario’s economy is responding to the Government's plan to 
make Ontario, once again, a province of jobs and opportunity. 


Our deficit reduction plan, along with those of other governments, Fiscal 
has been a major factor in lowering interest rates. This record of Responsibility 
fiscal responsibility by all governments in Canada is leading to 


improved business and consumer confidence, and to more jobs. Leads to More 


Jobs 


The housing market continues to strengthen and the number of 
housing starts is projected to rise by 29.1 per cent in 1997. 


In last year’s Budget | introduced a rebate of the Land Transfer Tax 
for first-time buyers of new homes. This measure contributed to a 
20.2 per cent increase in the number of housing starts in 1996. 
More than | 2,000 refunds were paid to first-time home buyers in 
the past 12 months. 


Housing Market Continues to Strengthen 
43,000 New Homes in 1996 


70,000 


30,000 
96 


Sources: CMHC and Ontario Ministry of Finance 


On March 3Ist, | announced that this successful rebate has been 
extended for another year. 


45,600 New Jobs 
in March Alone 


Ontario’s 
Economy Will Do 
Better 
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Jobs are Being Created 


The Ontario economy has responded in a renewed spirit of 
confidence and optimism. 


In March alone, the Ontario economy created 45,600 new jobs. 
Reflected in this increase is the largest monthly private sector job 
gain on record. 


A wide range of indicators point to strong job growth in the 
coming months. The Ontario Help Wanted Index, which measures 
job ads placed by employers seeking workers, is up |7.8 per cent 
over the past twelve months. The last time the Help Wanted 
Index grew that fast, job growth accelerated to nearly 200,000 
jobs per year. 


Private sector economists have identified the rising trends in 
consumer spending, housing activity, new orders and overtime 
activity as strong leading indicators of accelerating job growth. 


The Royal Bank, for example, is predicting an increase of 700,000 
net new jobs in Canada over the next two years. According to the 
Bank, Ontario is expected to account for well in excess of its 
normal share of that job growth. 


While this pace of job creation is an improvement, it’s not 
acceptable to this Government. Ontario’s economy can and will 
do better. 


We need to continue to cut taxes. We need less government. We 
need to continue to reduce the regulation and red tape that 
discourage businesses and we need to continue to create an 
environment that encourages communities and small businesses to 
grow and create jobs. 
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Stronger Growth Projected 


Real GDP growth, average annual per cent 


Private-Sector Forecast Average 


Actual 


90-95 96 97 


Sources: Statistics Canada and Ontario Ministry of Finance 


INVESTING FOR JOBS AND GROWTH 


Helping Communities to Grow and 
Small Business to Create Jobs 


Small businesses create jobs - more than any other sector. 


As noted by the Committee on Small Business Access to Capital, 
small businesses need greater access to financing to help them 
grow and create jobs. 


| would like to thank my colleagues Jim Brown, Tom Froese and 
John O'Toole, who served as members of the Committee, as well 
as the co-chairs, Rob Sampson and Joe Spina, for their ideas. 


Following consultations on their recommendations, | am 
announcing today that the Government will help with the creation 
of Community Small Business Investment Funds. 


| will introduce legislation to make these funds eligible as 
investments for Labour Sponsored Investment Funds (LSIF) and 
the small business investment tax credit for banks. 


Creating 
Community Small 
Business 
Investment Funds 


Enterprise 
Centres for Small 
Business 


Helping Small 
Business Create 
Jobs 
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To further encourage investment in these Community Small 
Business Investments Funds, every dollar invested by an LSIF in 
these funds will count as two dollars up front in meeting the LSIF’s 
small business investment requirement. We will also be increasing 
that requirement from 10 per cent to 15 per cent for 1997 and 
1998, and to 20 per cent for 1999. 


We have asked the federal government to recognize LSIF investments 
in these new Community Small Business Investment Funds as eligible 
investments for federal purposes. 


Helping Communities through Enterprise Centres 


To help both new and growing small businesses throughout the 
province, we will help establish a network of Enterprise Centres 
for Small Business. The Centres will provide coaching and 
mentoring in business planning, marketing, accounting and overall 
business strategy. 


The current Self Help Office Program of the Ministry of Economic 
Development, Trade and Tourism will be consolidated with 
Enterprise Centres. 


| want to thank the new Parliamentary Assistant for the Ministry 
of Northern Development and Mines, Joe Spina, for his 
enthusiastic work in developing the Enterprise Centre concept. 


Banks Must Assist Small Business in 
Providing Jobs and Growth 


Banks also have a role to play in small business development. 


Last year, bank profits reached more than $6 billion, an increase of 
more than 20 per cent from the record levels of 1995. However, 
small business people tell us they continue to have problems 
getting the bank financing they need to grow and create jobs. 
These financing problems are the greatest for new and emerging 
small businesses. 


The small business investment tax credit for banks, announced in 
the 1996 Budget as a temporary incentive, allows banks to earn 
back a surtax introduced last year by investing in small business. 
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To help increase small business access to financing, | am 
announcing today a number of measures to enrich this earn-back 
program. | am also making it permanent. As of tomorrow: 


# The amount of tax that can be earned back will be increased 
from 20 per cent to 75 per cent for equity investments of 
$50,000 or less. 


@ Large financial institutions investing in Community Small 
Business Investment Funds will be able to earn back tax at 40 
per cent. 

# Other large financial institutions will be allowed to earn back 
tax by lending to small business. 


The Canadian Imperial Bank of Commerce has taken a leadership 
role in providing loans to small businesses at below-prime interest 
rates. To recognize that leadership and to encourage other 
financial institutions to follow, the ability to earn back taxes will be 
extended to encourage loans of $50,000 or less to small 
businesses at interest rates below bank prime. 


These measures will help to provide lower cost financing and 
patient capital to more than 25,000 small businesses in Ontario. 
We will be consulting with small business and financial institutions 
on the implementation details of these measures before 
introducing legislation. 


We will parallel the federal government’s extension of its capital 
tax surtax on large financial institutions and harmonize the capital 
tax on banks and other financial institutions with the federal large 
corporations capital tax. These changes will help reduce 
compliance costs for business and administration costs for 
government. 


Capital tax rates will be cut and special rules will be introduced to 
help credit unions and smaller financial institutions. 


The new tax base and rates will be effective May 7, 1997 ona 
prorated basis. 


Details of these measures are provided in Budget Paper C. 


Encouraging 
Loans at Rates 
Below Bank Prime 


A Three-Year, 
$30 Million Rural 
Job Strategy 
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Investing in Rural Communities 


The agricultural sector is an important contributor to jobs, 
growth and exports in Ontario. Our potential to export and 
create more jobs is a strength on which we want to build. 


The budget of the Ministry of Agriculture, Food and Rural Affairs 
has been increased to $405 million. We have maintained the 
Ministry’s share of program spending. 


Today, | am announcing the creation of a three-year, $30 million 
Rural Job Strategy. 


Three million dollars will be used this summer to create 3,000 
jobs for youth in rural Ontario. 


In addition, this strategy will build on the success of Ontario’s 
agri-food sector, which has raised exports by 160 per cent over 
the past decade. It will include measures to increase exports by 
improving quality, marketing and the use of information 
technology. 


Agricultural and Food Exports Growing 


$ Billion 
6 - 


Source: Statistics Canada 
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Together with the enhanced support for small business lending 
announced today, the Rural Job Strategy will provide the basis for 
job creation throughout rural Ontario. 


Details of these actions will be announced by my colleague, the 
Honourable Noble Villeneuve, Minister of Agriculture, Food and 
RuralAffairs. 


In the 1996 Budget, we introduced a temporary retail sales tax 
rebate on building materials for farmers. This rebate has been 
extended to provide additional assistance to the farming 
community over the next year. 


We are reforming the taxation of farmland and replacing the Farm 
Tax Rebate with a lower rate of property tax. 


Investing in Jobs for Young People 


To help young people secure needed income and work 
bettie we will invest in new summer work opportunities. 40,000 Jobs for 
This Budget provides an additional $6 million to support summer Students 
employment. As a result of this added investment, we will 

support 40,000 students this summer. This is an increase of 6,000 

over the previously announced level and 10,000 over the number 

of student opportunities last year. 


We will help graduates struggling to get experience in a tough job 
market. We will provide a 10 per cent tax credit to both large and 
small private-sector employers to create 45,000 internship jobs 
over the next three years for young people in Ontario. 


Many of the new jobs being created in Ontario today are in small : 
businesses and through self-employment. Working in co-operation Business Start-Up 
with banks and private-sector business organizations, the Loans for Youth 
government will contribute $2.5 million toward the cost of 

providing business start-up loans for youth. These loans can be up 

to $7,500 each and will support the creation of 3,000 jobs. 


Our Government will also support jobs for youth in key sectors 
of the economy by expanding the successful Co-operative 
Education Tax Credit introduced in last year’s Ontario Budget. 
This measure will provide students enrolled in leading edge 


Tutors in the 
Classroom 
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technology educational programs, such as software development, 
with a 10 per cent tax credit voucher for employers who hire them 
in jobs related to their program of study. 


To bring the latest in math, science and technology knowledge 
right into our classrooms, we will provide a similar grant to school 
boards that provide practical work placements for post-secondary 
students in these disciplines. These students will help teachers 
update teaching materials, introduce children to new technologies, 
and serve as tutors in the classroom. 


More Summer Jobs for Youth 


Number of Youth Supported 
45,000 


40,000 
35,000 
30,000 
25,000 
20,000 
15,000 
10,000 
95 97 


Projected 


Source: Ontario Ministry of Education and Training. 


Investing in Transportation 
for Economic Development 


The highway system in Northern Ontario and the gateways to the 
North are important to economic development. They provide 
critical links for the shipment of goods, for resource based 
industries, and for tourism activity, so important to the North. 


To promote the Northern economy and create jabs, the 
Government will provide an additional $200 million over the next 
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five years to accelerate highway construction. This will improve $200 Million to 
travel and safety on Northern highways through the four-laning of 
certain key highways as well as the addition of passing lanes and : 
paved shoulders for greater safety. Highways 


Improve Northern 


Vehicle registration fees will be standardized in Southern Ontario 
at $74 per year. This will mean a reduction of $16 per year for 
every driver in the Toronto area. 


To make a contribution to the cost of the upgrades of Northern 
highways while recognizing the higher costs of fuel in the North, 
Northern vehicle registration fees will be set at $37 per year, 
one-half the level in the South. Every dollar raised in the North 
will be invested in improvements to Northern highways. 


Investing in the Environment 


A modern and efficient water and sewer system is essential for a 
healthy environment and for economic development. 


To that end, the Province will provide $200 million to help 
municipalities invest in these environmental facilities over the next 
three years. 


CREATING JOBS FOR THE FUTURE 


Keeping Ontario at the leading edge of science and technology 
will help the province create long-term jobs. However, Ontario’s 
investment in research and development needs to keep pace with 
that of our competitors. 


Ontario invests about 2 per cent of its economy in research and Two of Every 

development, compared to |.6 per cent for all of Canada. The Th N B 

United States, for example, spends 2.5 per cent and Japan spends Lee aNeYy Jo : 

2.8 per cent. in Technology- 
Based Industries 

Ontario’s economy needs to invest more in R&D. During the last 

10 years, two of every three new jobs in Ontario were created in 

knowledge and technology-based industries. 


Incentives for 
Excellence 
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We need to promote more collaboration and co-operation with 
the private sector and we need to stimulate greater competition 
for research excellence among Ontario’s universities. 


Meeting the R&D Challenge 


Ontario’s universities are world leaders in many fields of research. 
To help the private sector take advantage of our world-class 
research capabilities in universities and other research institutions, 
| am announcing today the creation of a ten year $3 billion R&D 
Challenge Fund. 


The Province will contribute $500 million in new funding to the 
R&D Challenge Fund over the next ten years. 


R&D Challenge Fund 
$3 Billion over 10 Years 
Other Participants 


including the Canada Foundation Private Sector 
For Innovation and Federal Granting Councils » Investment 


Ontario 
Government , 


$1.0 Billion 


Universities and Other Research 
Institutions 


The proposed approach distributes research support, not through 
a block grant, but rather through a process that provides 
incentives for excellence while at the same time including a 
market test of research relevance. 


To participate, universities and other research institutions must 
match the Provincial contribution in the first year of the Fund. The 
amount required from participants will rise over the life of the Fund. 
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The R&D Challenge Fund marks a new, competitively-based 
approach to research funding. All proposals to the R&D Challenge 
Fund will have to meet a market test linked directly to future 
economic growth and job creation, in the form of a one-third 
contribution from the private sector. 


Teaching at the post-secondary level will be enhanced as a result 
of increased R&D activity and greater exposure to world-class 
research capabilities. The R&D Challenge Fund will also ensure 
that Ontario universities are able to compete effectively for 
funding from the Canada Foundation for Innovation. 


This new program will result in a total of $3 billion of R&D in our 
universities and other research institutions over the next ten years. 


My colleagues, the Honourable John Snobelen, Minister of 
Education and Training, together with the Honourable Bill 
Saunderson, Minister of Economic Development, Trade and 
Tourism, will consult on the implementation of the program. 


To strengthen Ontario’s R&D tax competitiveness and to forge 
stronger linkages between the private sector and non-profit 
research institutions in Ontario, | am announcing today the 
Ontario Business-Research Institute Tax Credit. This credit will 
provide a 20 per cent refundable tax credit for qualifying business- 
sponsored R&D performed by eligible Ontario universities, 
research hospitals and other non-profit research centres. 


To encourage medical research in Ontario, | am extending the 
sales tax exemption for research and development equipment to 
non-profit medical research facilities, such as the Robarts 
Research Institute in London, Ontario. 

Removing Tax Barriers to R&D 


Taxes should not discourage R&D and job creation. 


We will also introduce changes to the capital tax and the Retail 


Sales Tax to remove barriers to research and development in Ontario. 


Taxes Should Not 
Discourage R&D 
and Job Creation 


One of the Most 


Competitive Tax 
Systems for R&D 


Promoting Skill 
and Talent to 
Create Jobs 
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Commercializing New Technology 


In addition to R&D, the commercialization of new technology will 
help foster job creation and new investment. | am taking steps 
today to encourage the acquisition and commercialization of new 
technology by allowing firms to deduct immediately the costs of 
acquiring new technology and by eliminating Ontario's tax on 
royalty payments for foreign technology, such as computer 
software. 


Details of tax changes to encourage new technology investment and the 
removal of barriers to R&D are provided in Budget Paper C. 


With these changes, Ontario will have one of the most 
competitive tax systems for R&D in the world. 


We are responding to the challenges of a global economy. In total, 
over the next 10 years, the actions | am announcing today will 
result in more than $6 billion in private sector-related R&D. This 
is an investment in jobs for our children. 


Building on Excellence 


Sheridan College is an outstanding example of excellence in the 
field of computer animation. 


Companies such as the Disney Corporation are establishing 
operations in Ontario to take advantage of the skills and talents of 
Ontario’s computer animation and multimedia design graduates. 


We want to build on the success of institutions like Sheridan 
College in promoting excellence and creating jobs. The 
Government is prepared to commit up to $12 million toward the 
creation of a new, world class, Animation, Communications Design 
and Technology Centre at Sheridan. 


This Centre, which will incorporate digital and multimedia 
technologies as well as animation, will be established with private- 
sector partners. These private firms will more than match the 
government’s commitment. We expect that this new Centre will 
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be self-sustaining and able to repay the Province’s investment as it 
matures. We encourage other institutions to take up this 
challenge to develop world-class partnerships in their own areas 
of excellence. 


In consultation with my colleague, the Honourable Marilyn 
Mushinski, Minister of Citizenship, Culture and Recreation, | am 
announcing a number of measures to support artistic activity and Supporting 


excellence in Ontario. Nee Activity 


In recognition of the significance of cultural and artistic activities and Excellence 
to the people and economy of the Province, | am announcing 

today that the successful Film and Television Tax Credit will be 

increased to 20 per cent. In addition, | am introducing a new 

15 per cent Computer Animation and Special Effects Tax Credit 

for productions in Ontario. Computer animation and special 

effects for Ontario films will qualify for 35 per cent in tax credits 

all together. First-time film makers will continue to get a 

30 per cent film tax credit, and total credits of 45 per cent will be 

available for computer animation in a first-time film. 


Last week | had the opportunity to attend the opening of the 
studio for the new CBC prime time show Riverdale. | spoke with 
Canadian actress Lynne Griffin, who has returned to Canada after 
15 years of working in the United States. 


This Government wants to ensure that talented young people 
trained in this province have the opportunity to work and create 
jobs here, and to work on the global stage with such Canadian 
greats as Norman Jewison. We will consult with educators, 
industry and artists to explore further ways to accomplish this 
goal, for our talented young people. 


Canadian authors and Ontario publishers have also established an 

international reputation for excellence in the arts. To support and ; 

build upon these achievements, | am announcing a refundable tax Promoting 
credit to assist Ontario companies that publish and promote first- First-Time 
time Canadian authors. This measure will provide a credit of 30 Canadian Authors 
per cent for pre-production and promotional costs, and |5 per 

cent for printing costs in Ontario. 


Higher Quality, 
Integrated and 
Community-Based 
Health Care 


Support for 
Health Care — 
Our Highest 
Priority 
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INVESTING IN QUALITY HEALTH CARE 


We promised a new approach to health care, one that puts the 
needs of patients first. 


We are making sure that the money we are allocating for health 
care provides services for patients and not for bureaucratic waste. 
By managing the system better, we are providing a higher quality, 
integrated community-based health care system for the future. 


The Government is more than meeting its commitment to 
maintain health care funding at $17.4 billion. For 1997-98, 
Ministry of Health program funding to improve the quality of care 
will exceed $17.8 billion. As well, $450 million will be invested in 
restructuring and $242 million will be provided for capital 
construction bringing total funding for health care to $18.5 billion. 


Unlike the federal government, we have made support for health 
care our highest priority. The federal government has cut funding 
for people in Ontario from the program that supports health care 
by $2.1 billion since 1995-96. The federal government provides 
about $797 for each person in Ontario for the program that 
supports health care, less than it provides in eight other provinces. 


Federal Program Supporting Health Care 
(Canada Health and Social Transfer) 1997-98 


CHST Per Person 


Quebeeiintnni RRA RGR REI A $914 
Newfoundlandes24.... OHV OA Ae eee $883 
Nova Scotiaieng ics iisstiiecsontcve ee ee $845 
Prince Edward sland viceuibacasceerd weal aaecvitas, eee $830 
New Brunswicke. cea 2c RA $830 
Manitobawinysi.. 280s Bee eae $829 
Saskatchewan 88.4.c5 ea eee eee $806 
British Columbia va c2eGun chee eRe Se $804 
Ontario sn a BA ee ech RR SIT 
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The priority our Government places on comprehensive health 
care means that we have not only maintained health care funding 
despite the $2.1 billion federal cut, we have increased program 
funding to a record level of $17.8 billion. 


Record Investment in Health Care 


The recommendations of the Health Services Restructuring 

Commission will allow this Province to put in place the most 

modern and effective integrated health care system in this country. 

These actions will create a better managed, more efficient and 

more co-ordinated health care system that better meets the A Health Care 
needs of patients. System That 


Better Meets the 


The investments needed to achieve this goal are substantial. Over ; 
6 Needs of Patients 


the next five years, $2.7 billion will be invested in the restructuring 
of our community-based health care system. 


We are keeping the promise to reinvest. 
Managing Change to Ensure Better Services 


Our goal in the restructuring of our health care system is to put 
the needs of patients first by creating the most comprehensive and 
effective health care services in this country. During pre-budget 
consultations, we heard that the pace of this restructuring needs 
to be kept in line with the activities occurring in our communities. 


We are listening to the advice of communities and health care 
professionals. During pre-budget consultations we heard that the 
Health Services Restructuring Commission has set out achievable 
restructuring objectives. Decisions have been made and 
restructuring is well underway, based on these objectives. Planned 
savings for reinvestment, to be achieved in 1998-99, will be 
rescheduled so that they more closely coincide with the 
implementation of this restructuring. 


The Minister of Health will be consulting with communities, and 
those involved in health care delivery, to determine how best to 
co-ordinate achievement of these savings with the restructuring 
activities in our communities. 
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Making Quality 
Care Available to 
More People, in 
More Places 


Reinvesting in 
Priority Health 
Care Services 
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The key to improving the quality of health care is the skill, 
expertise and caring of the people who work in the health care 
system. 


We will ensure that special skills and knowledge are available 
throughout Ontario by helping to create networks of information. 
These networks will make best practices and innovations available 
quickly and broadly, providing care givers the knowledge needed 
to help patients across the province. 


These networks will allow us to ensure that quality care in areas 
such as women’s health care, orthopaedic care, and AIDS 
treatment and prevention is available to more people, in more 
places, than ever before. 


Just recently, the Premier announced the establishment of Cancer 
Care Ontario to link and integrate cancer services throughout the 
Province. The existing Ontario Cancer Treatment and Research 
Foundation will become part of Cancer Care Ontario, and 
linkages will be established with all other service providers in the 
province. 


Investing in Special Health Care Services 


As promised, we are reinvesting in priority health care services. 
This year, $138.5 million in additional funds will be provided to 
ensure access to essential services in health care facilities. 


These reinvestments include funding to advance the Minister of 
Health’s Cardiac Strategy to ensure that patients in need of 
services are treated. 


Also included is increased support for the Minister of Health’s 
Dialysis Strategy which provides dialysis treatment for patients in 
need. Increased funding is being provided for transplants for 
adults and children. We are also providing more support to 
enhance community-based services for mental health patients. 


We are all inspired by Rick Hansen and his Man in Motion 
Foundation. Through the Foundation, several groups are working 
together to fund head and spinal cord injury prevention programs, 
rehabilitation services and research. 
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As recently announced, the Government will match every dollar 
raised in the province, to a maximum of $5 million per year. Over 
the next five years, this could mean $50 million in new funding for 
neurotrauma initiatives. | encourage the private sector to join us 
in supporting this important program. 


Details of these investments will be provided by my colleague, the 
Honourable Jim Wilson, Minister of Health. 


INVESTING IN EXCELLENCE IN THE CLASSROOM 


Classroom education in this province needs improvement. 


From 1985 to 1995, school board spending grew by 82 per cent. 
Education mill rates rose by 80 per cent and school property tax 
revenues rose by more than |20 per cent.We know this did not 
result from increasing enrolment as that grew by only 16 per cent. 


School board spending and taxing were out of control - the same 
reason the province’s spending and taxes rose to unacceptable 
levels. 


The solution for the problems in the school system is the same as 
it is for the Province itself. We have to eliminate unproductive 
spending. We have to stop the uncontrolled growth in taxes. 


That is the problem. We are fixing it. 


The direction in which we are going is clear. 
Less Government 


in the School 
System 


@ We will have less government in the school system. 


@ We will reduce the number of school boards by almost half, 
from 129. 


@ There will be fewer trustees - less than half of the 1,900 we 
have now. 


We have to build a new and better system. That requires 
investment. We will make that investment. 
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$231 Million for 
New School 
Facilities 


Renewing the 
Teaching 
Profession 
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Investing in the Classroom 
We are investing in the classroom. 


We have committed $650 million for primary and secondary 
school capital over the next two years. These funds will address 
the current needs of Ontario’s school boards to renew existing 
schools and build new schools. 


As part of this commitment, we have provided $231 million to 
construct needed new school facilities. Through this investment, 
school boards will be able to eliminate more than |,000 portable 
classrooms and replace them with needed permanent facilities. 


We will continue to invest in better education for our children. 
Renewing Classroom Teachers 


For several years, many graduating teachers have been unable to 
secure full-time jobs in the teaching profession. Their skills and 
dedication are essential to the future of our children and we 
cannot afford to waste those talents. 


| am inviting the teaching profession to join with us in providing an 
early retirement benefit for teachers to renew the profession. As 
a result of this initiative, up to 6,500 new teachers would have the 
opportunity to bring their skills and energy to students in the 
classrooms of this Province. 


This is an opportunity that benefits teachers and students: 


@ It is an opportunity to honour the efforts of long-time teachers 
who now want to take on other challenges; 


@ It is an opportunity for graduating teachers to begin a full-time 
career in the classroom; 


@ It is an opportunity for experienced teachers to benefit from 
the energy and enthusiasm that newly trained colleagues will 
bring to classrooms; and 
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@ It is an opportunity for children in thousands of classes to 
benefit from a renewed classroom. 


We have made a provision of $250 million in the 1996-97 fiscal 
year for the Province’s share of the cost of this $500 million 
initiative. The early retirement program would be paid from the 
Teachers’ Pension Plan, which has experienced gains of up to 

$2 billion that can and should be used for this renewal. We are 
inviting the teachers to join us on an equal 50/50 basis to provide 
this benefit and renewal. 


INVESTING IN ONTARIO’S COLLEGE 
AND UNIVERSITY STUDENTS 


Ontario Student Opportunities Trust Funds 
Are Helping Qualified Students 


The Ontario Student Opportunities Trust Funds (OSOTF) have 
more than doubled their $100 million target. These funds were 
established in last year’s Budget to allow universities and colleges 
to assist academically qualified individuals facing financial barriers 
to post-secondary education. 


Reports from universities and colleges show that cash and pledges 
received by March 31! total over $250 million. The Province will 
match this amount, creating an endowment of one-half billion 
dollars to assist students. 


23 
One-Half Billion 
Dollars to Assist 


Students 
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Helping 166,000 
Students 
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Assisting Qualified Students 
166,000 Students to benefit from OSOTF over the Next Decade 
Thousands 


It is estimated that these trust funds will assist 166,000 students over 
the next decade. 


This successful program has permitted Ontario’s colleges, many of 
which have never engaged in fund raising for student aid, to raise 
approximately $18 million, creating $36 million in trust funds. 


Because colleges have a less developed tradition of fund raising, 
they faced special obstacles in taking advantage of this program. 
The Government recognizes the challenges faced by the colleges 
and wants to encourage their development of fund raising as a 
permanent activity. | am announcing today that colleges of applied 
arts and technology can continue to receive pledges and 
donations until March 31, 1998. 


Helping Students with Learning Disabilities 
to Realize their Potential 


Too few students with learning disabilities get the help they need 
to make the transition to college or university. 


To help these students realize their potential, we will establish 
pilot projects at the college and university level, the first of their 
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kind, to provide real help to learning disabled students in a 
meaningful way. Dr. Bette Stephenson, pioneering former Minister 


of Education and mentor, will head a Task Force to design and Helping Learning 
implement these projects. Disabled Students 
to Realize Their 


We will provide $30 million over the next five years to carry out 
this initiative and implement the recommendations of the Task 
Force. 


Potential 


The courage and determination shown by my late son Justin, and 
many others like him, provided me with the inspiration to provide 
this much needed initiative, so that all young students can have an 
equal opportunity to fulfill their potential. 


Income Contingent Loans 


This Government is committed to assisting students to achieve 
their educational goals. Funding for the Ontario Student 
Assistance Program has been increased by more than 25 per cent, 
or over $100 million, since 1995-96. This year, spending on 
student assistance will total $505 million. 


We are committed to providing appropriate and adequate support 
for students who need it. This means that student loan support 
must better reflect the rewards that students realize from public 
investment in their education. 


We are committed to working with the federal government to 
implement an income contingent student loan program for 
September, 1998. 


INVESTING IN CHILDREN AND FanmILiEs 


The Premier recently announced $45 million in reinvestments to 
support children, including speech and language services and early 
intervention to protect children at risk of abuse and neglect. 


Supporting the 
Needs of Children 
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Helping 90,000 
Families With 
Child Care Costs 
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A Tax Credit for Child Care 


The government also provides $344 million in child care fee 
subsidies to help more than 70,000 children in this province. 
However, too many other children and families in similar 
circumstances receive no help at all from the subsidy system. 
That’s not fair. 


Need for Child Care is Great 
Current System Is Unfair (children Under Age 12 In 1997) 


Other children in regulated space Children benefiting from 


(80,000 children) : ) fee subsidies 
; (70,000 children) 


Number of Children not 
Benefiting from Current 
Child Care Funding 

(850,000 childre 


| am announcing a new child care tax credit to assist working 
families who are not benefiting from the current institutional child 
care system. 


Our credit will provide assistance with child care costs to 90,000 
families and 125,000 children. Families with two children will be 
eligible for this credit up to incomes of $40,000. 


For 1997, this credit will provide up to $400 per child under the 
age of 7 and will decline in value for families with incomes above 
$20,000 per year. 


This credit will provide an immediate $40 million in assistance to 
lower income working families with child care expenses and 

will be financed from the $40 million enhancement announced in 
the 1996 Budget. 


Our child care credit will build on our planned improvements to 
the child care system resulting from the child care review and 
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consultations with municipalities carried out by the Ministry of 
Community and Social Services. The new system will provide 
more choice to parents and help child care providers make care 
more affordable. More families will receive assistance, with 
priority being given to families who need help to start or stay at 
work. 


Helping Children in Need 


Ontario supports the inter-provincial initiative for a National 
Child Benefit. Under this initiative, the federal government will 
contribute to part of the cost of income security for children. The 
provinces, in turn, have agreed to invest the funds formerly spent 
on social assistance in programs that help children in low income 
families. 


For our part, we will redirect more than $150 million in provincial 
funds by expanding programs that help families with children to 
find and keep jobs. $100 million will be used to enhance our child 
care tax credit for working families as the National Child Benefit 
is phased in. 


| would like to thank my colleague, the Honourable Janet Ecker, 
Minister of Community and Social Services, for her leadership on 
these important measures to help children and families. 


Supporting Families Using Child Care 


Number of Children 
400,000 


350,000 


300,000 275,000 


250,000 Children 


200,000 


150,000 : 
Children 


100,000 


96-97 97-98 Future 


* Exact number depends on future design 
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Cutting Taxes for Low Income 
Families with Children 


In addition to providing help with child care costs, we will reduce 
taxes further for low income families, particularly those with 
children. The Ontario Tax Reduction program will be enriched to 
reduce taxes for 30,000 families. Twenty thousand more families 
will pay no Ontario income tax as a result of this change. 


This means that, in our first two budgets, we have provided an 
enhanced tax cut for 255,000 low income individuals and families. 
Another 30,000 individuals and families pay no Ontario income tax 
as a result of these changes. 


In total, the Ontario Tax Reduction cuts taxes for 530,000 
individuals and families and eliminates Ontario income tax entirely 
for another 655,000 individuals and families. The federal 
government is collecting income taxes from more than 

55 per cent of the low income families paying no Ontario tax. 


Protecting Vulnerable Children 


The protection of children is a priority for this Government. The 
government has supported the Child Mortality Task Force and 
welcomed its preliminary report. 


As an initial step, this Budget provides $15 million to respond to 
the Task Force and to protect vulnerable children. 


We know that more must be done. The government looks 
forward to the final report of the Task Force and the 
recommendations from inquests currently underway. We are 
prepared to take the necessary steps to ensure that children are 
protected. 


We will provide an additional $5 million to accelerate 
implementation of enhanced enforcement measures to collect 
monies owed by delinquent parents. My colleague, the 
Honourable Charles Harnick, Attorney General of Ontario, will 
provide details. 
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SUPPORTING SAFE COMMUNITIES 


Our plan places a high priority on improving safety in our 
communities and dealing with violent crime. 


Safe Children, Safe Communities 


Parents are rightly concerned that their children be protected 
when participating in community sponsored and supervised 
activities. Recent highly publicized events, however, have 
undermined the confidence that parents have in the safety of 
these activities. 


The Ontario Provincial Police currently provides, at no cost, about 
100,000 checks of police records for volunteer organizations. It is 
expected that all local police forces will join in this important 
community safety initiative in support of volunteers. To 
complement the community safety initiatives of the police, the 
Government will assist community groups through the Volunteer 
Linkages program to better screen and supervise volunteers. 


My colleague, the Honourable Dianne Cunningham, Minister 
Responsible for Women’s Issues, will be announcing a 
comprehensive strategy which will strengthen our efforts to 
prevent violence against women. We will spend an additional 

$27 million over the next four years to support women and their 
families in breaking the cycle of violence. 


Safe Travel in Our Communities 


In order to promote safety in our communities, the Government 
will work with municipalities to help identify and establish 
“community safety zones”. Fines levied for infractions committed 
in these zones would be doubled. 


These zones could be portions of roads where the safety of 
children is paramount, such as school zones and crossings, school 
bus stops, day care centres, children’s parks, or areas of roadways 
with high accident rates. 
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Fines for other activities, such as the sale of cigarettes or liquor to 
minors, that put young people at risk will also be doubled. 


These double fines will contribute revenue to the Victims’ Justice 
Fund, which provides funding for programs and services helping 
victims of crime. 


Safer Communities Through 
Co-ordinated Policing 


The Campbell Report has identified a number of needed 
improvements in the way in which police services work together 
to investigate and apprehend serial predators. This Government is 
acting on those recommendations. We will provide $25 million 
over the next five years to improve the information sharing 
capacities of police services and to better co-ordinate the efforts 
of all the participants in these investigations. 


Helping Victims of Violence 


Sometimes the victims of violence also include the survivors of 
those who have lost their lives protecting others. People in 
Ontario are justifiably outraged that the killer of a police officer 
can receive an education in prison at the taxpayers’ expense while 
the children and spouse of the slain officer have no support for 
their education. 


This is not right and it is not just. 


To correct this injustice, we will provide $5 million this year to 
create an endowment for the families of police, firefighters and 
other public safety officers killed in the line of duty. This 
endowment will fund the cost of tuition and books for post- 
secondary education. Private donations will enhance this 
endowment. 


In addition, the Victim Support Line pilot, scheduled to end in June 
of this year, will be extended until March 31, 1998 at a cost of 
$1.5 million. Ontario is the first jurisdiction in Canada to provide 
an automated notification service to victims of crime. 
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| would like to thank my colleague, the Honourable Robert 
Runciman, Solicitor General and Minister of Correctional Services, 
for his contribution to community safety. 


PROMOTING CHARITABLE GIVING 


In last year’s Budget, | announced Crown foundation legislation to 
assist in mobilizing resources for important health, cultural and 
social organizations. 


In the last year, 19 Crown foundations have been created. These 
consist of one research organization, 8 hospitals and |0 arts and 
culture organizations, including the Stratford and Shaw Festivals, 
and the National Ballet of Canada foundations. 


| want to take this opportunity to thank Isabel Bassett, my 
Parliamentary Assistant, for her hard work in making this measure 
so successful and for her excellent advice on this and other 
important issues. 


In its most recent budget, the federal government actually reduced 
the amount of a gift to a Crown foundation that can be claimed 
for an income tax credit from 100 per cent of income in a year to 
75 per cent. While that budget followed Ontario’s lead by 
providing incentives for conventional charitable giving, its 
treatment of Crown foundations is not appropriate. 


We have asked the federal government to administer, for Ontario, 
a tax credit to address this problem. This credit would ensure that 
those wishing to make gifts above the federal maximum will pay 
no more Ontario tax than they did before the unfortunate federal 
changes. 


The federal government has said no. Our request means no cost 
to the federal government, since we would pay for administration, 
and only Ontario tax would be affected. It also means that the 
federal government is attempting to prevent Ontario from 
encouraging giving to charitable foundations by making changes to 
our own provincial tax system. 
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THE FEDERAL GOVERNMENT Must 
TAKE A CO-OPERATIVE APPROACH 


The best job creation program is a tax cut. 


Federal Action Needed on Taxes and Job 
Creation 


In addition to Ontario, British Columbia,Alberta, Manitoba, New 
Brunswick, Nova Scotia, and Saskatchewan have each introduced 
several tax cuts in their budgets. 


The federal government said it had no flexibility to cut taxes. 

Now, a little over two months later, we hear media reports that its 
1996-97 deficit is as much as $6 billion lower than was reported 
at budget time. It is missing an opportunity to cut taxes and 
create jobs. 


High El Payroll Taxes are Killing Jobs 


It will come as no surprise that | believe one of the first federal 
tax cuts should be to Employment Insurance (El) premiums. At 
the current employee premium rate of $2.90, Canadian employees 
and employers are paying $5 billion more than is being received in 
benefits. 


An excessive El premium rate is particularly damaging to Ontario. 
Ontario businesses and employees pay $4 billion more in 
premiums than Ontarians receive in El program benefits. This 
means that contributions from people in Ontario account for 80 
per cent of the $5 billion annual surplus. That is unfair. 


This tax is killing jobs in this province and in Canada as a whole. 
While the federal government has committed to a 10 cent cut 
next year, there is room for a much larger reduction. 


Many economic studies, including those by the Canadian 
Federation of Independent Business, have found that cutting the El 
payroll tax would provide a major boost to job creation. In fact, a 
study by the Bank of Canada found that rising “payroll taxes may 
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have increased the trend unemployment rate by over one 
percentage point between 1989 and 1994.” These studies tell us 
that up to 200,000 jobs have been lost nation-wide because of 
high payroll taxes. 


Even federal finance minister Paul Martin has recognized the drag 
that payroll taxes place on job creation. On August 30, 1994, he 
said that “high payroll taxes are a cancer on the economy”. 


We agree. The federal government has the opportunity to create 
as many as 200,000 jobs across this country by cutting the El rate 
to $2.20. It should do so as soon as possible. 


| have written to the federal Minister of Finance to express 
Ontario’s view that the El Account should be removed from 
Ottawa’s books and externally managed, as will be the new CPP 
investment fund. We want this fund to be responsibly managed in 
the interests of the people who pay into it and we want the 
federal government to stop using it as cash flow. 


Fair Treatment for People in Ontario 


While Ontarians contribute a fair share to the El program, they do 
not receive a fair share of El benefits when they are unemployed. 
In 1996, the federal government paid an average of $13,100 in El 
benefits per unemployed person in New Brunswick and $6,500 in 
British Columbia, but an average of only $4,800 in Ontario. 


For El-financed training, the federal government has offered to 
spend, on average, $850 per unemployed worker in Ontario. In 
Quebec, the federal government will provide $1,060 per 
unemployed worker as part of a recently signed agreement. 
Ontarians believe that unemployed workers in Ontario should 
have the same federal support for training as in Quebec or other 
provinces. 


If the federal government is prepared to treat the unemployed in 
_ Ontario fairly, we are prepared to sign a training agreement today. 
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People in Ontario deserve a fairer deal. 


Employment Insurance is not the only area in which people in 
Ontario are unfairly treated. 


As | said earlier, the situation is similar in health care. The federal 
government provides $797 per person for the program that 
supports health care in Ontario. In eight other provinces, it 
provides up to $117 more per person. 


Similarly, if the federal government were prepared to provide First 
Nations people in Ontario with the same level of funding it 
provides in the rest of Canada, annual funding to First Nations 
people in Ontario would increase by about $145 million. 


Whether it is people in Ontario who need training, who are 
unemployed and need El benefits, or who need health care, the 
federal government provides less support to individuals in Ontario 
than to people in other parts of the country. 


Ontarians deserve to be treated fairly. 
Federal Co-operation in Improving the Tax System 


The federal government needs to show flexibility in the way it 
deals with provinces in shared tax areas, like the personal income 
tax. 


While the provinces and the federal government are supposed to 
act as partners in the tax collection agreement, the federal 
government often makes unilateral changes to these shared tax 
arrangements. These can affect the provinces without their 
agreement. 


Ontario needs to be able to ensure that hidden tax increases are 
not built into the tax system and that taxes, once down, stay down. 
Ontario needs the flexibility to ensure that its tax system rewards 
risk-taking and creates jobs. 


Changes are needed to make these agreements work as a real 
partnership. 
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There are substantial costs to Ontario taxpayers in having the 
federal government act as the tax collector. For example, the 
federal government collects over $1.5 billion in taxes from 
Ontario taxpayers on behalf of Ontario before sending any tax 
money to Ontario. That means extra interest costs for Ontario 
taxpayers. We estimate that these costs are well over 

$100 million each year. We do not believe that this is a cost our 
taxpayers should bear. 


Further, the federal government can and has refused to make 
changes that Ontario has requested that affect only Ontario’s 
taxes. 


@ When we asked that it administer a tax credit to restore the 
treatment of gifts to Crown Foundations, it said no. 


@ When we asked that it include an easily accessed check-off box 
for those wishing to donate their tax refund to lower the debt, 
it said sorry, no room. 


@ When we asked for a simple, easily understood design for 
administering the Fair Share Health Care Levy, as we set out in 
the Common Sense Revolution, it said not now. 


The federal government has not addressed these concerns. 


Unless the federal government is prepared to address these 
inequities, Ontario will have to seriously consider withdrawing 
from the current arrangement. We have already begun to seek 
expert advice on this matter to protect Ontario taxpayers’ best 
interests. 


Less GOVERNMENT 


Who Does What 


In January, the Ontario Government proposed a new arrangement 
for provincial-municipal responsibilities. This plan was designed to 
bring fairness to the funding of education in Ontario and to 
improve the quality of education by providing a fair distribution of 
funding across the province. 
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In proposing its arrangement, the Government had several 
objectives in mind: 


# to reduce taxes by ending the spiralling costs of education in 
the Province; 


# to reduce taxes by rationalizing the delivery of services 
between the provincial and municipal governments; and 


# to bring tax fairness to the people of this Province regardless 
of the municipality in which they live. 


This Government clearly stated these objectives and indicated 
that we were willing to listen to other ways of achieving them. 
We said, on page 20 of the Common Sense Revolution, that “we 
are unconditionally committed to reaching our goals, but we are 
very open to discussing how we get there. If there are better 
ideas out there about how to cut spending, reduce waste and 
improve efficiency, we want to hear them”. 


Following several months of discussions, municipal representatives 
offered an alternative solution based on a coalition of several 
groups reflecting a broad cross-section of interests. We have 
listened. 


Last Thursday, the Government accepted the municipal alternative 
and will now proceed with the necessary implementation. 


A Hand-Up, Not a Hand-Out 


Part of our plan to reduce the role and size of government is 
getting people off welfare and into work. 


This Government has increased the incentive to work, reduced 
benefits to realistic levels, introduced mandatory workfare and 
cracked down on welfare fraud. 


Since June of 1995, the welfare caseload in Ontario has fallen by 
14.4 per cent: 193,000 fewer people rely on social assistance 
today than when this government took office. 
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193,000 Off Welfare in 22 Months 


Number of People on Welfare (Thousands) 
1,350 


JJ’vASONOJSFMAMJIJAS OND J FMA 
1995 1996 1997 


Source: Ontario Ministry of Community and Social Services 


Open and Accountable Government 


My colleague, Bart Maves, MPP for Niagara Falls, has introduced 
legislation to improve accountability in the public sector. 


With the benefit of his advice and comments, | will introduce the 
Public Sector Accountability Act. 


This Act will require that organizations: 

# report their financial activities in accordance with the 
recommendations of the Canadian Institute of Chartered 
Accountants; 

# adopt policies that ensure that the private sector has an open 
Opportunity to compete to provide services to their 


organizations; and 


@ adopt and publicly report on organizational performance using 
private and public sector benchmarks. 


Budget Paper B contains further details of this initiative. 
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CUTTING TAXES AND CREATING JoBs 


Making the Tax System Fair 


Cutting taxes and ensuring that taxpayers receive efficient and 
effective public services is an important part of tax fairness. It is 
also essential that people pay their fair share of taxes so that the 
burden is not passed to their neighbours. 


The underground economy is one way in which some try to avoid 
paying their fair share. In the last year, we have added 191 audit 
and collections staff to improve the integrity of our tax system 
and to make sure that taxes are paid if they are owed. They are 
expected to recover $80 million a year by 1998-99. 


We will continue to deal with the underground economy and 
improve tax fairness. 


Today, | am announcing further actions which are expected to 
result in improved collections of up to $100 million per year by 
fiscal year 2000-01. 


Further amendments will be made to improve tax enforcement 
and modernize and simplify the tax system and streamline the 
operations of government. 


| have asked my colleague and new Parliamentary Assistant, Bill 
Grimmett, MPP for Muskoka-Georgian Bay, to look into ways to 
simplify administrative procedures for small business. 


Details of tax measures are provided in Budget Papers B 
and C. 
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Our Plan to Cut Taxes and Create Jobs 


A tax cut is the best job creation program. 


Ontario's Tax Cut 


Ontario's Tax Rate (per cent) 


30.2% 
Cut 


Delivering the 
Tax Cut 


Jan96 July96 Jan97 July97_ Jan9gég 1999 
Stage 1 Stage 2 Fully 
Implemented 


We have promised to cut personal income tax rates by 30 per 
cent over three years to create jobs. Today we are delivering the 
next two steps of that tax cut. 


Effective July |, Ontario’s personal income tax rate will be reduced 
to 47 per cent of Basic Federal Tax from the current 49 per cent. 


We will cut taxes again on January |, 1998. The income tax rate 
will be reduced further, to 45 per cent. 


This means that Ontario’s rate of income tax will have been 
reduced by 22.4 per cent since 1995. 


In last year’s Budget, | announced a three-year plan to cut the 
Employer Health Tax by completely exempting the first $400,000 
of payroll from the EHT. This marks the second year of our plan 
and when fully implemented on January | of 1999, 270,000, or 88 
per cent of Ontario employers will no longer have to pay this job- 
killing payroll tax. 
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Our Tax Cutting Plan is Working 
The benefits of our plan to cut taxes are clear. 


# 91 per cent of all taxpayers will see an Ontario tax cut of 
30 per cent or greater. 


@ All taxpayers with incomes of $60,000 or less will see their 
Ontario taxes fall by 30 per cent or more. 


@ This means that, with the cuts announced today, an autoworker 
earning $84,000, will get a tax cut of $1,875. When the tax cut 
is fully implemented, this same auto worker would save $2,505, 
a tax reduction of 25.4 per cent. 


The best job creation program is a tax cut. This is our plan and it 
is working. 


CONCLUSION 


This Budget continues the implementation of the government's 
plan. 


This Government is committed to doing what it said it would do. 
Such commitment requires the strong leadership and courage of 
conviction that Premier Mike Harris exemplifies. His direction and 
foresight have been instrumental in developing this plan. 


The plan keeps us on track for a balanced budget in 2000-01 and 
makes government more accountable to taxpayers. 


It invests in the economy by helping small and medium size 
businesses in communities across Ontario get access to the 
financing they need to grow and create jobs. | 


This plan makes record investments in research and development 
to create jobs for the future. It establishes a stronger partnership 
in Ontario between the private and public sector, creating a 
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powerful force for innovation and prosperity. It builds, in Ontario, 
the foundation for the most competitive R&D in the world. 


It promotes growth of agricultural exports, job creation and 
economic development in Ontario’s rural communities. 


It makes communities safer throughout Ontario by protecting our 
children and our neighbourhoods. 


Families are an important part of our community. This Budget 
assists hard working families throughout Ontario. It provides help 
to many more young families with child care expenses. 


This plan invests in education. It invests where the money is 
needed - in the classroom. It provides for renewal of the teaching 
profession. It helps students realize their full academic potential. 


The plan ensures our commitment to provide quality health care 
for all Ontarians now and for the future. 


It allows taxpayers to keep more of their hard-earned money by 
cutting personal income taxes. In total we have cut taxes 30 times 
in less than 2 years. 


We have an obligation to the future of Ontario. My daughter 
Natalie and her younger generation will accomplish things that 
some never imagined possible. 


Our plan creates jobs for the future. 


Our plan lays the foundations for a better tomorrow by investing 
in the future today. 
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Budget Highlights * 1 


Investing in the future 


Under the leadership of Premier Mike Harris, our plan allows Ontarians to 
keep more of their hard-earned money; it invests in health care, classroom 
education and safe communities; it reduces the size of government and 
ensures that taxpayers’ dollars are spent more wisely. 


Our Government is turning the economy around. We recognize that all 
Ontarians deserve opportunity and a job, with the personal dignity and 
security that a job brings. 


Ontario Finance Minister Ernie Eves 


Balancing the Budget 


The deficit for the fiscal year 1996-97 will be $7.5 billion, an improvement 
of $710 million over the 1996 Budget plan. 


For the fiscal year 1997-98, our Budget plan projects a deficit of $6.6 
billion. The deficit will be reduced further to $4.8 billion next year or some 
58 per cent less than the deficit we faced on taking office. 


Ontario's Balanced Budget Plan on Track 
Medium Term Deficit Targets 
$ Billions 


95-96 96-97 97-98 98-99 99-00 00-01 
Actual Interim Projected 


5 of $11.3 billion and the actual deficit of $8.8 billion in 1995-96 have been restated 
to reflect the reclassification of GO Transit and the Ontario Housing Corporation to government service organizations. 


Note: The potential deficit outlook as of June 199 


Our Balanced Budget Plan will ensure that the deficit is eliminated by the 
year 2000-01. 
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Once the budget is balanced, we will put in place a program to cut 
Ontario’s debt to ensure that our children have the opportunities they 
deserve. 


Ontario’s Economy — Strong, and Getting Stronger 


Ontario’s economy is responding to the Government’s plan to make 
Ontario, once again, a province of jobs and opportunity. 


The housing market continues to strengthen and the number of housing 
starts is projected to rise by 29.1 per cent in 1997. 


In March alone, the Ontario economy created 45,600 new jobs. Reflected 
in this increase is the largest monthly private sector job gain on record. 


Private sector economists have identified the rising trends in consumer 
spending, housing activity, new orders and overtime activity as strong 
leading indicators of accelerating job growth. 


The Royal Bank, for example, is predicting an increase of 700,000 net 
new jobs in Canada over the next two years. According to the Bank, 
Ontario is expected to account for well in excess of its normal share of 
that job growth. 


While this pace of job creation is an improvement, it’s not acceptable to 
this Government. Ontario’s economy can and will do better. 


We need to continue to cut taxes. We need less government. We need to 
continue to reduce the regulation and red tape that discourage 
businesses and we need to continue to create an environment that 
encourages communities and small businesses to grow and create jobs. 


Ontario Finance Minister Ernie Eves 


Investing for jobs and growth 


Helping Communities to Grow and Small Business to Create 
Jobs 


Small businesses create jobs - more than any other sector. As noted by 
the Committee on Small Business Access to Capital, small businesses 
need better access to financing to help them grow and create jobs. 
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The Government will help small businesses by creating Community Small 
Business Investment Funds. The Government will introduce legislation to 
make these funds eligible as investments for Labour Sponsored 

Investment Funds and the small business investment tax credit for banks. 


Enterprise Centres for Small Businesses will provide new and growing 
businesses with coaching and mentoring in business planning, marketing, 
accounting and overall business strategy. 


Banks also have a role to play in small business development. The small 
business investment tax credit for banks, announced in the 1996 Budget 
as a temporary incentive, allows banks to earn back a surtax by investing 
in small business. To help increase small business access to financing, 
we are announcing a number of measures to enrich this earn-back 
program. The credit will also be made permanent. 


The Canadian Imperial Bank of Commerce has taken a leadership role in 
providing loans to small businesses at below-prime interest rates. To 
encourage other financial institutions to follow, the ability to earn back 
taxes will be extended to encourage loans of $50,000 or less to small 
businesses at interest rates below bank prime. 


Investing in Rural Communitites 


To create jobs in rural Ontario, we are announcing a three-year, $30- 
million Rural Job Strategy. As part of this strategy, 3,000 jobs for youth will 
be created in rural Ontario this summer. 


Investing in Jobs for Young People 


This Budget provides an additional $6 million to help 40,000 young 
people get needed work experience and income this summer. 


To help graduates struggling to get experience in a tough job market, the 
Government will provide a 10 per cent tax credit to both large and small 
private-sector employers to create 45,000 internship jobs over the next 
three years. 


Working in co-operation with banks and private sector business 
organizations, the Government will contribute $2.5 million toward business 
start-up loans for unemployed youth. These loans will support the 
creation of more than 3,000 jobs. 


The Government will also support jobs for youth in key sectors of the 
economy by expanding the successful Co-operative Education Tax Credit 
announced in last year’s Budget. 
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This measure will provide students enrolled in leading edge technology 
educational programs, such as software development, with a 10 per cent 
tax credit voucher for employers who hire them in jobs related to their 
program of study. 


Creating jobs for the future 


Keeping Ontario at the leading edge of science and technology will help 
the province create long-term jobs. We need to promote more 
collaboration and cooperation with the private sector and we need to 
stimulate greater competition for research excellence among Ontario’s 
universities. 


Ontario Finance Minister Ernie Eves 


To help the private sector take advantage of our world-class research 
capabilities in universities and other research institutions, the Government 
in announcing the creation of a 10-year, $3-billion R&D Challenge Fund. 


R&D Challenge Fund 


$3 Billion over 10 Years 


Other Participants 
including the Canada Foundation Private-Sector 
For Innovation and Federal Granting Councils investment 


Ontario 
Government ‘ 


New > $0.5 Billion be 


Investment 


$1.0 Billion 


Universities and Other Research 
institutions 


The province will contribute $500 million in new funding to the R&D 
Challenge fund over the next 10 years. 


The R&D Challenge Fund marks a new, competitively-based approach to 
research. All proposals to the R&D Challenge Fund will have to meet a 
market test linked directly to future economic growth and job creation, in 
the form of a one-third contribution from the private sector. 
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The Government will support its commitment to R&D through the Ontario 
Business-Research Institute Tax Credit for qualifying business-sponsored 
R&D performed by eligible universities, research hospitals, and other non- 
profit research centres. The Government will also extend the sales tax 
exemption for research and development equipment purchase to non- 
profit medical facilities, and will remove tax barriers to R&D. 


Investing in Quality Health Care 


We are making sure that the money we are allocating for health care 
provides services for patients and not for bureaucratic waste. By 
managing the system better, we are providing a higher quality, integrated 
community-based health care system for the future. 


Ontario Finance Minister Ernie Eves 


Record Investment in Health Care 


The Government is more than meeting its commitment to maintain health 
care funding at $17.4 billion. For 1997-98, Ministry of Health program 
funding to improve the quality of care will exceed $17.8 billion. As well, 
$450 million will be invested in restructuring and $242 million provided for 
capital construction bring the total funding for health care to $18.5 million. 


The recommendations of the Health Services Restructuring Commission 
will allow this province to put in place the most modern and effective 
health care system in this country. 


The investments needed to achieve this goal are substantial. Over the 
next five years, $2.7 billion will be invested in restructuring our community- 
based health care system. We are keeping the promise to reinvest. 


Managing Change to Ensure Better Services 


We will ensure that special skills and knowledge are available throughout 
Ontario by helping to create networks of information. These networks will 
make best practices and innovations available quickly and broadly, 
providing the knowledge needed by care-givers to help people across the 
province. 


For example, Cancer Care Ontario will link and integrate cancer services 
throughout the province. 
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Investing in Excellence in the Classroom 


From 1985 to 1995, school board spending grew by 82 per cent. School 
property tax revenues rose by more than 120 per cent. We know that this 
did not result from increasing enrolment, as that grew by only 16 per cent. 


The solution for the problems in the school system is the same as it is for 
the province itself. We have to eliminate unproductive spending. We have 
to stop the uncontrolled growth in taxes. That is the problem. We are 
fixing it. 


Ontario Finance Minister Ernie Eves 


We have committed $650 million over the next two years to renew and 
build schools. School boards will be able to replace more than 1,000 
portable classrooms with permanent facilities. 


We are inviting the teaching profession to join us in providing early 
retirement benefit for teachers to renew the profession. As a result of this 
incentive, up to 6,500 new teachers would have the opportunity to bring 
their skills and energy to the classroom of this Province. 


Investing in college and university students 


The Ontario Student Opportunities Trust Funds, established in last year’s 
Budget, help good students who face financial barriers to get a college or 
university degree. Cash and pledges total over $250 million. The Province 
will match this amount, creating an endowment of half a billion dollars to 
assist students. 


Because they face special fundraising challenges, the Government is 
announcing that colleges of applied arts and technology can continue to 
receive pledges and donations until March 31, 1998. 


Pilot project, the first of its kind, will help learning disabled students get 
the kind of meaningful help they need to make the transition to college or 
university. Dr. Bette Stephenson will head a task force to design and 
implement these project. We will provide $30 million over the next five 
years to carry out this initiative and implement the recommendations of 
the task force. 


Student loan support must better reflect the rewards that students realize 
from public investment in their education. We are committed to working 
with the federal government to implement an income-contingent student 
loan program for September 1998. 
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Investing in Children and Families 


Ninety thousand families and 125,000 children will benefit from a new 
child care tax credit to assist working families who are not benefiting from 
current institutional child care system. 


This new system will provide more choice to parents and help child care 
providers make care more affordable. More families will receive 
assistance, with priority being given to families who need help to start or 
stay at work. 


Ontario supports the inter-provincial initiative for a National Child Benefit. 
We will redirect $150 million in provincial funds by expanding programs 
that help families with children to find and keep jobs. 


We will enrich the Ontario Tax Reduction program to reduce taxes for 
30,000 low-income individuals and families. Twenty thousand more 
individuals and families will pay no Ontario income tax as a result of this 
change. 


In total, the Ontario Tax Reduction cuts taxes for 530,000 individuals and 
families eliminates Ontario income tax entirely for another 655,000 
individuals and families. 


Supporting Safe Communities 


Our plan places a high priority on improving safety in our communities and 
dealing with violent crime. 


To complement the community safety initiatives of the police, the 
government will assist community groups through the Volunteer Linkages 
program to better screen and supervise volunteers. 


The Minister Responsible for Women’s Issues will be announcing a 
comprehensive strategy which will strengthen our efforts to prevent 
violence against women. We will spend an additional $27 million over the 
next four years to support women and their families in breaking the cycle 
of violence. 


To promote safety in our communities, The Government will work with 
municipalities to help them establish “community safety zones” -- for 
example, school zones and crossings, school bus stops, or areas of 
roadways with high accident rates. Fines levied for infractions in these 
zones would be doubled. 


We will provide $25 million over the next five years to improve the way 
police forces work together to investigate and apprehend serial predators. 
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Less Government 


Part of our plan to reduce the role and size of government is getting 
people off welfare and into work. 


The Government has increased the incentive to work, reduced benefits to 
realistic levels, introduced mandatory workfare and craked down on 
welfare fraud. 


193,000 fewer people rely on social assistance today than when this 
Government took office. 


193,000 Off Welfare in 22 Months 


Number of People on Welfare (Thousands) 
1,350 


Jd AS -OUN] DUCES MOAN De AN STOON SD e JURE MA 
1995 1996 1997 


Source: Ontario Ministry of Community and Social Services 


To improve accountability in the public sector, the Government will 
introduce the Public Sector Accountability Act. This Act will require that 
public sector organizations: 


# report their financial activities in accordance with the 
recommendations of the Canadian Institute of Chartered 
Accountants; 


¢ adopt policies that ensure that the private sector has an open 
opportunity to compete to provide services to their organizations; and 


¢ adopt and publicly report on organizational performance using private 
and public sector benchmarks. 
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Cutting Taxes and Creating Jobs 


We have promised to cut personal income tax rates by 30 per cent over 
three years to create jobs. The 1997 Budget delivers on the next two 
steps of that tax cut. 


Effective July 1, Ontario’s personal income tax rate will be reduced to 47 
per cent of basic federal tax. On January 1, 1998, the income tax rate will 
be reduced further to 45 per cent. 


This means that by next January, we will have cut Ontario’s rate of income 
tax by 22.4 per cent since 1995. | 


The benefits of our plan to cut taxes are clear. 


# 91 percent of all taxpayers will see an Ontario tax cut of 30 per cent 
or more. 


¢ All taxpayers with incomes of $60,000 or less will see their Ontario 
taxes fall by 30 per cent or more. 


Conclusion 


This Budget continues the implementation of the government's plan. 


The plan keeps us on track for a balanced budget in 2000-01 and makes 
government more accountable to taxpayers. 


It invests in the economy by helping small and medium size firms in 
communities across Ontario get access to the financing they need to grow 
and create jobs. 


This plan makes record investments in research and development to 
create jobs for the future. 


It makes communities safer throughout Ontario by protecting our children 
and our neighbourhoods. 


This Budget assists hard working families throughout Ontario. It provides 
help to many more young families with child care expenses. 


The plan invests in education. It invests where the money is needed -- in 
the classroom. 


The plan ensures our commitment to provide quality health care for all 
Ontarians now and for the future. 
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It allows taxpayers to keep more of their hard-earned money by cutting 
personal income taxes. In total we have cut taxes 30 times in less than 
two years. 


Our plan creates jobs for the future. 


Our plan lays the foundations for a better tomorrow by investing in the 
future today. 


Ontario Finance Minister Ernie Eves 
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Ontario at a Glance 


Per cent 1996 1997 1998 1999 


Real GDP growth 2.0 3.2 3.2 3.3 
Employment (thousands) 5,311 Up to 5,487 Upto 5,634 Upto 5,801 
Unemployment rate 9.1 8.4-8.7 7.9-8.6 1./-8.2 

CPI inflation 1.6 1.9 1.9 1.9 


Sources: Statistics Canada and Ontario Ministry of Finance 


Private-sector forecasters expect the Ontario economy to accelerate and 
to grow more rapidly than the Canadian economy. 


+ In a recent report, Dun & Bradstreet Canada concluded: “It is not 
surprising that Ontario continues to lead the nation in optimism and 
we fully expect this trend to continue in the long term.” 


4 In its latest quarterly report on the outlook for Canadian provinces, 
Data Resources International (DRI) forecasts that Ontario will lead 
all regions of North America in economic growth between 1996 and 
2001, spurred by private-sector growth. 


4 A headline in the Conference Board of Canada’s latest provincial 
outlook announces “Ontario to Lead Growth in 1997.” According to 
the Conference Board, “all the fundamental ingredients for a strong 
pick-up in consumer spending are now combined: better 
employment growth, improving consumer confidence, personal 
income tax cuts, modest wage increases and low interest rates.” 


+ This optimism is echoed by the forecasters of ScotiaBank who 
observe that “Ontario’s economy is shifting into higher gear as 
residential construction and business investment add to the 
impetus from exports.” 


+ The Royal Bank of Canada forecasts that Ontario will add 309,000 
jobs from the end of 1996 to the end of 1998. 


This paper presents cautious projections for the Ontario economy that are 
based on prudent assumptions about key features of the external 
environment, including interest rates, exchange rates and the 
performance of the U.S. economy. These projections have been adopted 
to provide a prudent fiscal plan and should not be interpreted as targets 
for the Ontario economy. 
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Highlights 


Following a half-decade of limited and sporadic growth, domestic 
spending has entered a period of strong and sustained growth. This 
growth reflects the impact of personal income tax cuts, lower interest rates 
and growing consumer and business confidence. Private-sector 
forecasters expect Ontario to grow more rapidly than the rest of Canada 
and all of the G-7 countries over the next three years. 


@ Consumer spending will continue to strengthen as real disposable 
income increases, reflecting income tax cuts and solid job gains. 


@ The housing market is buoyant and is projected to lead growth over 
the next several years. 


@ Business investment will also be a leading contributor to growth 
providing concrete evidence of renewed business confidence. 


@ Ontario’s exports will continue to rise faster than the overall economy 
as exporters take advantage of sustained growth in the U.S., a 
competitive exchange rate and low production costs. 


Stronger Growth Projected 


Real GDP growth, average annual per cent 


Private-Sector Forecast Average 


Actual 


90-95 96 97 


Sources: Statistics Canada and Ontario Ministry of Finance 
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Recent Signs of Economic Strength 


The Ontario economy is entering a period of vigour and renewed optimism 
as continuing strength in exports and business investment are enhanced 
by healthy gains in consumer spending, soaring housing sales and rising 


construction activity. The Ontario economy rose at an average annual 


rate of more than 3 per cent over the third and fourth quarters of 1996. 


¢ 


In the first quarter of 1997, Ontario housing starts were up 54.1 per 
cent from the same period a year earlier. For the year 1996, housing 
starts increased by 20.2 per cent. Toronto-area home resales were 
up 26.1 per cent in the first four months of 1997, from the same 
period a year ago. 


Ontario department store sales continued their healthy performance, 
rising 13.6 per cent from a year earlier in March. 


Businesses plan to raise current-dollar investment in plant and 
equipment in Ontario by 4.5 per cent in 1997, according to the latest 
survey from Statistics Canada. This follows a 10.2 per cent rise in 
1996, for a total increase of 15.2 per cent over the two-year period. 


Over the first two months of 1997, Ontario international merchandise 
exports were up 3.5 per cent from a year ago, mainly reflecting 
higher exports of automotive products and industrial goods. 


Ontario’s agricultural and food exports climbed by 11.7 per cent in 
1996, to a record total of $5.3 billion. 


Consumer Confidence Rising 
Ontario Consumer Confidence Index (1991 =100) 
110 
108 
106 
104 
102 
100 
98 
96 


1995 bie 199701 


Source: Conference Board of Canada 
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Sustained Growth in Ontario’s Key Trading Partners 


Sustained but slower economic growth in the U.S. and Ontario’s strong 
competitive position support export growth. Moderate expansion in the 
rest of the industrialized countries will further enhance Ontario exports of 
goods and services. 


e 


The U.S. is Ontario’s most important export market, accounting for 
about 90 per cent of our international merchandise exports. Private- 
sector forecasters, on average, expect rising U.S. interest rates to 
slow growth from near 3 per cent in 1997 to a more sustainable rate 
of 2 per cent in 1998. This should keep inflationary pressures in check 
and provide stability to Ontario’s export growth in the medium term. 


Modest economic growth in western Europe is expected to continue 
over the next few years, aS European Union countries continue to 
prepare their economies for monetary union. 


Although recent weakness in the yen is boosting Japanese exports, 
continuing restructuring in the financial sector and fiscal tightening 
are expected to keep overall growth modest in Japan. 


Ontario's Growth Leads G-7 Countries 


Projected average annual real GDP growth, 1997-2001 (per cent) 
4 


Ontario Canada _ U.K. France Germany Italy Japan 


Sources: Consensus Forecasts and Ontario Ministry of Finance Survey of Forecasts (April 1997) 
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Low Interest Rates Spur Stronger Growth 


Low inflation and reduced deficits by Ontario and other governments have 
set the stage for sustained low interest rates. 


@ Lower interest rates stimulate the economy with a lag of between 12 
' and 18 months. The real easing in monetary conditions started in 
late 1995 and continued through to late 1996. Given the long lags, 
this will continue to provide a substantial boost to the economy over 
1997 and 1998, stimulating output and job creation. 


Canadian Interest Rates Lower Than U.S. 


3-month treasury bill rates (per cent) 


9.2%, 


Canadian rates lower than U.S. 
rates since early 1996 


1995 


Source: Bank of Canada 


@  Private-sector forecasters expect a modest rise in short-term 
Canadian interest rates over 1997 due to pressure from higher U.S. 
rates. According to U.S. forecasters, short-term rates in the U.S. are 
expected to rise between 50 to 100 basis points, sufficient to slow 
U.S. economic growth to a sustainable 2 per cent annualized pace. 


Cautious Interest Rate Assumptions 


(Annual average per cent) 


1996 1997 1998 
3-month treasury bills 


Private-sector Survey average 42 3.3 oie 

Ontario’s prudent assumption : 4.0 4.7 
10-year government bonds 

Private-sector survey average 79 ef 6.3 

Ontario’s prudent assumption : 7.4 (es 


Sources: Bank of Canada, Ontario Ministry of Finance and Ontario Finance Financial Market Survey 
April 1997 
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Real Interest Rates Remain Too High 


While Canadian interest rates, particularly short-term rates, have come 
down substantially, inflation has also fallen sharply. Real interest rates, 
adjusted for inflation, remain high by historic standards. 


# Three-month treasury bill rates have fallen from a peak of 13.7 per 


cent in 1990 to 3.1 per cent in early May of this year. They have been 
below corresponding rates in the U.S. since March 1996 and currently 


are about two percentage points lower. However, in real terms, the 


difference is much smaller. Real three-month treasury bills in Canada, 
measured as the nominal rate less the CPI inflation rate, are currently 
close to 1.2 per cent, about one percentage point lower than in the U.S. 


¢ Real 10-year government of Canada bonds are currently about 4.7 per 


cent, high by historical standards. Over the 1960 to 1996 period, real 
ten-year government of Canada bonds averaged only 3.6 per cent. 


# Real five-year mortgage rates are currently almost two percentage 
points higher than the long-term average. 


¢ With inflation expected to remain low and significant unused capacity, 


an early rise in interest rates could well dampen growth prospects. 


Real Long-Term Interest Rates 
Remain Historically High 


Per cent 


10 
Real five-year mortgage rate 


1960-1996 avg. 
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a 
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*May 1997 
Sources: Statistics Canada, Bank of Canada and Ontario Ministry of Finance 
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Job Creation Accelerating 


Lower taxes, the strong competitive position of Ontario producers and a 
renewed spirit of enterprise are leading to accelerating private-sector 
employment growth. 


@ 


Increasing confidence and after-tax income have produced 
accelerating housing and consumer activity in Ontario. This is 
leading to increased employment in construction. 


Business and personal services will continue to lead job creation. 


Financial services will rebound with the robust housing market and 
rising demand for diverse financial assets. 


Manufacturing will remain strong with recent auto plant expansions 
and continuing strength in U.S. demand. 


Private-sector economists expect the unemployment rate to decline 
despite the increase in labour force growth as individuals return to the 
workforce, encouraged by improving job prospects. 


® 


The average private-sector forecast for 1999 is an 8.2 per cent 
unemployment rate. Some forecasters are more optimistic. For 
example, both University of Toronto and DRI project 7.8 per cent 
unemployment in 1999. 


Private Sector Predicts Lower Unemployment Rate 


Ontario unemployment rate (per cent) 
Oro 


Private-Sector Forecasts 


9.0 


8.5 86 
Low 
8.0 


7.5 
isle) TIO 1998 1999 


Sources: Statistics Canada and Ontario Ministry of Finance 
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Housing Leads Domestic Spending 


The housing market is leading the expansion of the domestic economy, 
with strong growth in sales of new and existing homes and housing starts. 


Ontario home resales are up 17.3 per cent so far in 1997 compared to the 
same period in 1996. Toronto-area new home sales are up 69.6 per cent. 
Ontario housing starts are up 54.1 per cent so far this year. 


Low Costs Boost Housing Market 


Carrying Costs for an Average- Ontario Housing Starts 


Priced Ontario Home 
Dollars per month (principal & interest) Thousands 


1200 70 


Projected 


61 


1150 


1100 


1050 


1000 


950 


ol 95 96 97 


Sources: CMHC and Ontario Ministry of Finance 


@ So far inthe 1990s, housing markets have been much weaker than 
underlying demographic growth would suggest. This pent-up 
requirement for housing provides the basis for a sustained recovery 
of the residential construction sector. 


@ TheLand Transfer Tax (LTT) rebate for first-time buyers of new 
homes and tax cuts will support demand and create jobs. Over 
12,000 refunds were paid to first-time buyers over the past 12 
months. The LTT rebate was extended for another year on March 
31st. Each new home built in Ontario generates 2.8 person-years of 
employment. 


@ Ontario housing starts are expected to rise to 55,600 in 1997, 60,600 
in 1998 and 65,300 in 1999. Residential investment in Ontario is 
projected to increase by 16.0 per cent in 1997 and by an average of 
9.3 per cent in 1998 and 1999. 
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Tax Cuts and Rising Income Boost Consumer 
Spending 


Consumer spending is expected to strengthen over the 1997-1999 period, 
Stimulated by lower taxes, stronger job creation, rising wages and low 
_Interest rates. 


@ Real consumer spending growth is projected to strengthen from 1.5 
per cent in 1996, to 2.7 per cent in 1997 and an average 3.2 per cent 
in 1998 and 1999. Consumer spending in the first half of the 1990s 
rose by an anemic 0.8 per cent per year. The rebound in consumer 
spending is supported by personal income tax cuts which boost take- 
home pay, as well as increased confidence in job prospects and 
sustained low interest rates. 


@ Ontario’s tax cuts and strong job gains are forecast to boost real 
personal disposable income growth to an average 3.1 per cent in 
1998 and 1999, up from 2.2 per cent in 1997. This is a marked 
improvement from the 1990 to 1995 period when real disposable 
income rose at an average annual rate of only 0.1 per cent. 


@ Stronger disposable income growth and low interest rates will ease 
the debt burden of households. Mortgage and consumer debt 
servicing costs currently eat up 9.1 per cent of personal disposable 
income. This ratio will fall as debt is refinanced and new borrowing 
occurs at reduced interest rates. 


Tax Cuts Boost Real Take-Home Pay 


Real personal disposable income ($1986 Billions) 
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After tax 
165 cuts 


160 
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Sources: Statistics Canada and Ontario Ministry of Finance 
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Buoyant Investment Supports Sustained Growth 


Investment in Ontario has increased sharply as firms upgraded equipment 
and added capacity to meet the challenges of globalization and freer 
trade. 


Capital investment not only increases the physical capacity to produce 
goods and services but also enhances Ontario’s competitive position. By 
employing the latest technologies and processes, investment in new 
machinery and equipment enables business to lower costs, improve 
quality and increase market share. Investment is the catalyst to increased 
productivity generating higher profits and higher labour income. 


@ Ontario real business investment in machinery and equipment rose 
an average 15.0 per cent per year over the 1994 to 1996 period. It is 
projected to increase by 11.4 per cent in 1997 and expand by an 
average of 8.3 per cent in the 1998 and 1999 period. 


@ Following six consecutive years of decline, real investment in 
commercial, industrial and institutional construction rose 7.7 per cent 
in 1996 and is expected to rise by an additional 18.2 per cent over 
the next three years. 


@ Major investment projects, for example, are being carried out by 
Chrysler, Toyota and Honda. 


Ontario Real Business Investment Growing 


Commercial, Industrial & Machinery and Equipment 


Institutional Construction Investment 
($1986 Billions) ($1986 Billions) 
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Sources: Statistics Canada and Ontario Ministry of Finance 
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Competitive Position Supports Job Creation and Growth 


Canadian industries have become highly competitive. In the early 1990s, 
Canadian producers were burdened with high operating costs, high 
commercial and industrial rents and exorbitant taxes. Today there is 
-ample and affordable commercial and industrial space, labour costs are 
more competitive and taxes are lower. 


Ontario Highly Competitive 


Manufacturing Unit Labour Canada Cost Advantage 
Costs by Industry 
Per cent change 1991-1995 Per cent advantage over the U.S. 


15 
HE 72¢ dollar 


[<—] 80¢ dollar 


National Currency 


cA araieny U.K. U.S. Canada Software Medical Auto Overall 
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Sources: U.S. Bureau of Labor Statistics, KPMG Canada and Ontario Ministry of Finance 


@ Ontario’s manufacturing unit labour costs declined 8.0 per cent 
between 1991 and 1995 (the latest year for which data are 
available), better than any of the G-7 countries. Unit labour costs 
measured in U.S. dollars declined by 23.2 per cent. 


@ Industrial land costs, construction costs, wages and benefit costs, 
notably for health care, and payroll taxes are lower in Canada than in 
the U.S. A recent study conducted by KPMG Canada shows that 
Canada has a cost advantage over the U.S., our major trading 
partner, at exchange rates of up to 87 cents U.S. With a 72 cent 
dollar, Canada has an overall 7.7 per cent cost advantage and even 
with an 80 cent dollar, Canada would have a 3.2 per cent cost 
advantage. 


@ Lowinflation, falling government deficits and an improving current 
account balance will support a rising dollar over the medium term, 
despite some near-term volatility as financial markets adjust to higher 
U.S. interest rates. 
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Increasingly Export-Oriented Economy 


Ontario’s economy is increasingly export-oriented. International exports 
were equivalent to 45.8 per cent of GDP in 1996, up from 28.5 per cent of 
GDP in 1989. Ontario’s export-to-GDP ratio is higher than any G-7 country. 


Record Auto Production Spurs Growth 


Ontario Auto Production Share of North American Auto Sales 
Millions of units Per cent 


2.3 million at 13.8% made 
vehicles in in Ontario in 
1996 : | 1996 
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Sources: DRI/McGraw-Hill and Ontario Ministry of Finance 


The auto sector plays a fundamental role in Ontario’s growth and export 
performance. Autos contributed 5.2 per cent to overall output in 1996, 
and accounted for about 45 per cent of total exports. 


North American auto sales are expected to grow modestly over the 
next two years. Ontario auto production, however, is expected to rise 
faster than total sales and capture a growing share of North American 
markets. Added capacity will ensure continued momentum in Ontario 
auto exports. 


@ The capacity of Honda’s plant in Alliston and Toyota’s plant in 
Cambridge is expected to rise by about 230,000 units by 1998. 


Although Ontario high-tech industries currently make up 7.4 per cent of 
provincial output, they accounted for about 44 per cent of Ontario’s real 
GDP growth from 1990 to 1996. These industries compete successfully in 
a global market. 


Overall, Ontario real exports are projected to grow at an average 5.1 per 
cent over the 1997 to 1999 period. Ontario’s real trade balance is 
expected to rise, contributing to GDP growth over the medium term. 
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More Balanced Sectoral Growth 


Ontario’s strengths as an exporter of goods and services, combined with 
renewed consumer confidence, will support growth in many industries. 
Lower interest and mortgage rates, tax cuts, government deregulation, 
and improving employment opportunities will all help broaden Ontario’s 
economic expansion by bolstering consumer and business demand. 


# Domestic-oriented sectors such as housing, retailing, entertainment 
and culture are an increasing source of jobs and growth, spurred on by 
tax cuts and rising consumer confidence. 


Stronger Growth Projected from 
Domestic-Oriented Sectors 


Average annual per cent change, real output, 1997-99 


Housing Commercial, Retailing Financial, Tourism, Industrial Resource Capital Autos 
Industrial &  &Personal Business Entertainment Materials Based Equipment& & Parts 
Institutional Services &Wholesale & Culture Technology- 
Construction Services Based Services 


Domestic-Oriented Domestic- & Export- Export-Oriented 
Sectors Oriented Sectors Sectors 


Source: Ontario Ministry of Finance 


# Export-oriented sectors such as capital equipment, software and autos 
will continue to gain market share in the United States. These sectors 
will benefit from steady growth in U.S. business and consumer 
demand, and a competitive Canadian dollar. 


¢ Sectors relying on both export and domestic markets, such as financial 
and business services, are benefiting from improvements in business 
and consumer confidence within the province, nationally and in the U.S. 
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Low Inflation Continues 


Inflation should remain low over the next several years. This reflects 
improving productivity, modest wage settlements and unused production 
capacity in the economy. A stronger Canadian dollar over the medium 
term will also help keep inflation low. 


© 


Ontario CPI inflation was 1.6 per cent in 1996, and is projected to 
average 1.9 per cent over the 1997 to 1999 period. Inflation is 
expected to stay well within the Bank of Canada’s current target 
range of 1 to 3 per cent. 


Labour costs are important to continuing low inflation since they 
account for about 55 per cent of the economy’s domestic cost base. 
Wage settlements have averaged about 1 per cent per year over the 
past four years. Higher productivity due to continuing strong 
investment will allow firms to raise wage rates without leading to 
higher consumer prices. 


With the exception of Japan, Ontario is expected to have lower 
inflation than all of the G-7 nations through the end of the decade. 


Ontario Inflation to Remain Low 


Ontario CPI Inflation (per cent) 
14 


12 
10 
8 


Bank of Canada target 


6 
A inflation range 
2 
0 
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Sources: Statistics Canada and Ontario Ministry of Finance 
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Sensitivity of Deficit to Changes in Economic 
Assumptions 


In order to develop a cautious fiscal plan, this Budget is based on prudent 
assumptions about interest rates and economic growth. Interest rates are 
assumed to be one percentage point higher than the private-sector 
consensus forecast, and our economic assumptions are deliberately set 
below the private-sector consensus and Ontario’s potential. 


Cautious Economic Growth Projections 


(per cent) 
1997 1998 1999 
Ontario Real GDP Growth 
Private-sector high 4.3 4.4 4.2 
Private-sector low 3.0 2.3 3.1 
Private-sector survey average 3.6 3.5 3.6 
Ontario’s prudent projection 3.2 3.2 3.3 


Sources: Ontario Ministry of Finance and Ontario Finance Survey of Forecasts (April 1997) 
Note: The private-sector average is based on nine respondents for 1997, eight for 1998 and four for 
1999. 


The following table shows the sensitivity of the deficit to the direct impact 
of lower interest rates on public debt interest (PDI) and the impact of 
stronger economic growth on revenues and expenditures. These are 
partial calculations. For example, the impacts do not incorporate the 
economic impact of lower interest rates on economic activity. 


Impact of Assumptions on the Ontario Deficit 
(Change from base level) 


Impact on Deficit 


($millions) 
1997-98 1998-99 
100 Basis Point Fall in Canadian Interest Rates -105 -265 
1 Percentage Point Increase in Real GDP Growth -440 -925 


Source: Ontario Ministry of Finance 
Note: Second-year figures are cumulative change from base level. 
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The Ontario Economy, Summary: 1994-1999 


(per cent change) 


Real Gross Domestic Product 
Personal consumption 
Residential construction 


Commercial, industrial and 
institutional construction 


Machinery and equipment 

Exports 

Imports 
Nominal Gross Domestic Product 
Other Economic Indicators 

Retail sales 

Housing starts (000s) 

Personal income 

Corporate profits 

Ontario Consumer Price Index 
Labour market 

Employment* 


Unemployment rate* (per cent) 


46.6 
Uae 
31.9 
0.1 


1.4 
9.6 


Actual 
1995 
3.2 
1.6 


35.8 


14.9 


Sources: Statistics Canada and Ontario Ministry of Finance 
*Based on Statistics Canada Labour Force Survey 
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Paper B 


Ontario’s Fiscal Plan 
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Introduction 


With the 1997-98 fiscal year, Ontario is well into the Government’s five- 
year plan to balance the budget by the year 2000-01. This year, the 
deficit will be reduced by over 40 per cent from the $11.3 billion potential 
deficit outlook facing the Government when it assumed office in June of 
1995. 


To date, the Province has met, and in fact exceeded, the deficit targets 
Outlined in the Balanced Budget Plan. 


At the same time that the deficit has been cut, the Province has invested 
heavily in priority areas undergoing restructuring, particularly in health 
care and education. 


This paper: 

@ Outlines the 1997-98 Budget Plan; 

@ Projects the medium term fiscal outlook; and 

@ Highlights Ontario’s improving fiscal performance. 


The paper concludes with a review of the interim financial results for 
Ontario in 1996-97. 


32 %* 1997 Ontario Budget 


On Track to Balance the Budget 


In the fall of 1995, the Government set out its Balanced Budget Plan to 
eliminate the deficit by the year 2000-01. Ontario remains on track to 
meet the declining annual deficit targets outlined in the Plan. 


Ontario's Balanced Budget Plan on Track 
Medium Term Deficit Targets 
$ Billions 


95-96 96-97 97-98 98-99 99-00 00-01 
Actual Interim Projected 
Note: The potential deficit outlook as of June 1995 of $11.3 billion and the actual deficit of $8.8 billion in 1995-96 have been restated to 
reflect the recl the Ontario Housing C: tions. 


classification of GO Transit and 


ing Corporation to government service organizatio 


@ This is the second year in a row that the deficit target has been over- 
achieved. The 1995-96 Budget deficit target was over-achieved by 
$508 million. The interim 1996-97 deficit is $710 million below the 
target of $8.2 billion. 
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1997-98 Fiscal Plan 


In 1997-98, the deficit will decline by $890 million to $6.6 billion. This 
represents a decline of over 40 per cent or $4.7 billion from the 

$11.3 billion deficit outlook facing the government upon assuming office in 
June of 1995. 


1997-98 Fiscal Plan 


($ Millions) 
Interim Plan Change 
1996-97 1997-98 $ Millions Percent 
Revenue: 
Taxation 38,1386 37,505 (631) (1.7) 
Federal Transfers 5,896 5,295 (601) (10.2) 
Income from Government 
Enterprises 1,938 2,320 382 19.7 
Other Revenue Ss 3,280 107 3.4 
Total Revenue 49,143 48,400 (743) ales) 
Expense: 
Programs 43,012 41,780 (1,232) (2.9) 
Restructuring and Other Charges 2,306 610 (1,696) (73.5) 
Total Program Expense 45,318 42,390 (2,928) (6.5) 
Capital 2,586 2,750 164 6.3 
Public Debt Interest 8,709 9,190 481 aise) 
Total Expense 56,613 54,330 (2,283) (4.0) 
Reserve 0 650 650 - 
Deficit 7,470 6,580 (890) (11.9) 


@ Revenue in 1997-98 is projected to be $48,400 million, a decline of 
$743 million from 1996-97. This decline is a result of a $601 million 
cut in federal transfers and $742 million of 1995-96 Personal Income 
Tax (PIT) revenue included in 1996-97, partially offset by increased 
Income from Government Enterprises of $382 million. 


@ Through greater efficiencies and savings, the Government will 
reduce the 1997-98 planned expenses of the Province by 
$2,283 million from the 1996-97 interim level of $56,613 million to 
$54,330 million. 


@  Inkeeping with prudent budgeting, a $650 million Reserve has been 
included in the 1997-98 fiscal plan. The Reserve is designed to 
protect the fiscal plan against unforeseen risks such as unexpected 
and adverse changes in the economic outlook and their impact on 
revenues and public debt interest. 
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1997-98 Revenue Outlook 


Revenue in 1997-98 is projected to be $48,400 million. Tax revenue is 
projected to decline by $631 million in 1997-98. This decline in tax 
revenue is due to the inclusion in 1996-97 revenues of $742 million to 
capture higher 1995-96 Personal Income Tax (PIT) than reported in the 
1995-96 Public Accounts. Excluding this adjustment, standardized tax 
revenue is projected to continue to grow by $111 million or 0.3 per cent in 
1997-98 as the current economic expansion continues. 


Standardized Tax Revenue* 
($ Millions) 
1995-96 1996-97 1997-98 
37,394 37-505 


Standardized Tax Revenue 36,730 ; 
* Tax revenue adjusted to report PIT in the year earned. 


1997-98 Revenues 


($ Millions) 

Actual Interim Plan 

1995-96 1996-97 1997-98 
Taxation 36,316 38,136 37,505 
Federal Payments 7,880 5,896 5,295 
Income from Government Enterprises 1,730 1,938 2,320 
Other Revenue 3,547 By173 3,280 
Total Revenue 49.473 49.143 48.400 


@ Personal Income Tax revenue is projected at $14,490 million. It 
includes the impact of the tax rate cut, the Fair Share Health Care 
Levy and the measures announced in the Budget. 


@ Retail Sales Tax (RST) is estimated to increase to $10,390 million, 
as consumer and business spending continues to grow. This 
projection includes the RST changes announced in the Budget. 


@ Corporations Tax revenue is projected to grow to $6,450 million due 
to rising corporate profits. This projection includes the Corporations 
Tax initiatives announced in the Budget. 
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Employer Health Tax (EHT) revenue is projected to decline to 
$2,640 million as a result of the continuing phase-in of the EHT 
exemption announced in the 1996 Budget. 


Federal transfers to Ontario will decline by $601 million in 1997-98 
from 1996-97 levels. This change is mainly due to a federal cut of 
$609 million under the Canada Health and Social Transfer (CHST). 
Beginning April 1, 1996, the federal government replaced the 
Established Programs Financing (EPF) and the Canada Assistance 
Plan (CAP) with the CHST. As well, the federal government will cut 
cash transfers to provinces for health care and other social programs 
by $7.1 billion, or 42.5 per cent, between 1995-96 and 1998-99. 
Compared to combined EPF and CAP revenues in 1995-96, federal 
CHST payments to Ontario will be cut by $2,123 million in 1997-98. 


Income from Government Enterprises is expected to increase by 
$382 million. Income from Government Enterprises is increasing by 
$90 million from the introduction of video lotteries in charity gaming 
clubs and race tracks, and the full-year revenues from Casino 
Niagara and Casino Rama, which opened during 1996-97. 


Other Revenue, including Vehicle and Driver Registration Fees, 
Other Fees and Licences, Royalties and Liquor Licence Board of 
Ontario revenue, is expected to increase by $107 million. 
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1997-98 Expense Outlook 


In 1997-98, the Government will continue to invest heavily in the priority 
areas of health care and education. For the coming year, more than 
$27 billion in funding will be made available to support these priorities. 


Support for Priority Programs, 1997-98 
Total Expense: $54.3 Billion 


@ The Province is once again signalling its commitment to health care 
services. This year’s funding includes $17.8 billion in program 
funding. A one-time provision of $450 million has also been made to 
further support restructuring in the health care system. The capital 
budget for the Ministry of Health will be $242 million this year, $60 
million higher than last year’s capital spending. In total, $18.5 billion 
in health care funding will be provided in 1997-98. 


@ Tocontinue providing children with an excellent education, schools 
will receive almost $4.5 billion in provincial grants. Colleges and 
universities will continue to receive more than $2.2 billion from the 
Province. More than $450 million will be provided to the Ministry of 
Education for capital expenses. To reduce the size of government 
spending outside of the classroom, the number of school boards will 
be cut approximately in half from 129 and the number of trustees will 
be reduced by more than half from 1,900. 
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Investing in Ontario’s Infrastructure 


The Government of Ontario has agreed to participate in the extension of 
the Canada-Ontario Infrastructure Works (COIW) program in 1997-98. A 
total of $459 million will be invested to meet the province’s strategic 
infrastructure priorities. As a result of this initiative, $325 million will be 
spent by Ontario in conjunction with the federal government. In addition, 
$134 million will be invested by local partners. 


Canada-Ontario Infrastructure Works 


($ Millions) 7 

Program 1997-98 
Municipal Road and Water and Sewer System Projects 183 
Community Care and Long Term Care Facilities 135 
Strategic Transportation Highway Projects 83 
Post-Secondary Institutions 58 
Total 459 


@ Municipalities across Ontario will be invited to propose local road and 
water and sewer system projects to be funded through this program, 
up to a maximum of $183 million in 1997-98. The provincial and 
federal governments will each provide one-third of the funding 
towards the eligible costs of the projects. 


@  Inconcert with local health care partners, funds will be provided to 
support construction of new community care and long-term care 
facilities and renovating and redeveloping existing facilities. 


@  Inpartnership with municipalities, infrastructure projects that attract 
and complement private-sector investments in all regions of the 
province will be funded under this program. In addition, strategic 
transportation highways will be rehabilitated in all regions of Ontario. 


@ _Inconjunction with the province’s colleges and universities, funds will 
be provided to repair post-secondary facilities across the province. 
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Municipal Capital and Operating Restructuring Fund 


In January, through the Who Does What exercise, the Ontario 
Government proposed a new arrangement for provincial-municipal 
responsibilities. This plan was designed to control spiralling education 
costs, end duplication in the delivery of services between the provincial 
and municipal governments and create tax fairness across the province. 
The Government made it clear that it was open to changes in the proposal 
which would make it easier to meet these objectives. 


After several months of discussion, municipal representatives offered an 
alternative solution that reflected the views of a broad cross-section of 
interests. On May 1, 1997 the Government accepted the proposed 
alternative and will now proceed with the necessary implementation. The 
fiscal implications of the revised Who Does What arrangements have 
been reflected in this Budget. 


The Province is providing at least $800 million in transition assistance 
through the Municipal Capital and Operating Restructuring Fund. 
Additional funds will be available based on demonstrated need. 


Municipal Capital and Operating Restructuring Fund 


($ Millions) 

Future 
Program 1996-97 1997-98 Years Total 
Water and Sewer Systems - 40 160 200 
Non-Profit and Co-operative Housing 150 23 - 173 
Transportation 200 - - 200 
Unallocated - 137 90 aot 


Total 350 200 250 800+ 


@ Through the Ministry of Environment and Energy, a total of 
$200 million, including.$40 million in 1997-98, will be provided over 
the next three years to help municipalities invest in water and sewer 
systems. This transitional assistance will help municipalities to 
assume full responsibility for operating and financing water and 
sewer systems. The fund will target those municipalities requiring 
financial assistance to address immediate public health and 
environmental risks. 


@ The Government has provided $173 million for non-profit and co- 
operative housing major capital reserves funded through the Ministry 
of Municipal Affairs and Housing. Contributions into these reserves 
were suspended by the previous government as a constraint 
measure. The contributions have been reinstated to ensure that the 
proper resources are available to maintain and upgrade these 
housing projects. 
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@  Inrecognition of transit, GO Transit and ferry-related needs that 
result from the re-alignment of responsibilities, $200 million is being 
provided to municipalities to seed their capital reserves. 


@ Atleast an additional $227 million will be made available to 
municipalities to assist them with their other transition requirements. 


In addition to this transition assistance through the Municipal Capital and 
Operating Restructuring Fund, $42 million in additional funds will be 
provided to the Ontario Housing Corporation’s 1997-98 capital budget to 
help municipalities assume responsibility for managing the public housing 
stock in the province. Along with federal support, this year’s budget for 
capital repairs and renovations will be $100 million. 


The Government will also be providing an additional $225 million to 
address needs associated with the transfer of approximately 3,400 
kilometres of highways to municipalities. The highways to be transferred 
are significantly less than the 9,000 kilometres originally contemplated by 
the Who Does What Panel. 


The Community Reinvestment Fund and Additional Transition Assistance 
will ensure that fiscally vulnerable communities are not unduly affected. 
These Funds will provide $142 million in 1997-98 and $570 million 
annually in subsequent years. 
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Ensuring Efficient and Effective Government 


Over the past year, the Honourable David Johnson, Chair of Management 
Board, has led a government-wide initiative directed at restructuring 
administrative services. All areas of administration have been examined 
to ensure a smaller, more efficient system. In support of this objective, a 
number of initiatives are under way that incorporate standardization of 
procedures, streamlining of processes, integration and coordination of 
functions among ministries, and the out-sourcing of services to the private 
sector. Examples of projects implemented or under way include: 


@ Electronic invoicing and payments with large vendors which, once 
fully implemented, will eliminate financial data-entry processes with 
large vendors dealing with the government. 


@ Implementation of new private-sector long distance telephone 
- services through competitive tender, which has reduced costs 
substantially across the government for long distance voice and 
calling card expenditures. 


@ Closure of the government’s GO-Temp operation with temporary 
staff now fully supplied by the private sector. 


Purchasing cards used by designated employees for the purchase of 
low-dollar value goods and services. Operating savings are being 
realized through reduced petty cash and accounts payable invoice 
processing and lower cheque volumes. 


@ The warehousing function for the province’s Publications Ontario 
operation is now being met by a private-sector firm. 


@ Several ministries have reduced overlap and duplication by sharing 
support services, information systems, and administrative 
processing. 


This restructuring is taking place over time. The end result will be a 
smaller, more efficient administrative structure in the government. Other 
measures that will complement this work include: 


@ The Treasury Board Act, 1991 will be changed to allow for greater 
delegation of financial authority to ministries to capture administrative 
and operational efficiencies. 


@ Ontario will change the basis on which the debt guarantee fee 
currently paid by Ontario Hydro to the Province is calculated. This 
will reflect more accurately Ontario’s obligations under its guarantee 
of Ontario Hydro’s borrowings. 
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An Open and Accountable Government 


Part of being an accountable government is openness and the willingness 
to listen. In keeping with this principle, the Government is launching a 
number of initiatives for more effective administration. 


Assessment Services 


The Government will work with the municipal sector to transfer control of 
the delivery of property assessment services. Legislation will be 
introduced to establish an efficient and effective assessment function at 
the municipal level. 


Financial Services Reform 


The Government will table legislation to create the Financial Services 
Commission of Ontario. The creation of the FSC will result in more 
efficient and coordinated protection for consumers and pension plan 
members in Ontario. The FSC will retain an independent appeal function 
for pension and other regulatory matters. 


Securities Commission Reform 


As part of its spending control strategy, the Government has focused on 
eliminating costly overlap and duplication. 


Ontario and the federal government have discussed ways to reduce 
duplication and overlap in securities regulation and in the administration of 
the tax system. However, the federal government has not acted in either 
area. 


Business and investors need access to capital markets in order to grow 
and support job creation. While Ontario has indicated that it would 
participate in a Canadian Securities Commission, Ottawa has not acted. 
Therefore, the Province will introduce legislation this spring to strengthen 
the Ontario Securities Commission and to reduce regulatory costs to 
investors and businesses. This arrangement would not preclude a later 
transition to a Canadian Securities Commission. 


Tax Administration Reform 


Ottawa has also been slow to act on creating a national tax administration 
system that is simple, cost-effective and committed to quality services for 
taxpayers. The Government will seek expert independent advice to look 
for better ways to administer the Ontario tax system, reduce costs and 
improve service to taxpayers. 
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Pension Benefits Act Reform 


Ontarians have indicated that the Province’s pension legislation is 
complex, inefficient and costly. They have also experienced frustration 
because of an inability to access their pension money in locked-in 
retirement accounts, specifically in cases of hardship. 


To address these and related concerns, the Government will consult with 
the pension community on ways of streamlining the regulatory system 
while ensuring that employees’ rights are protected. The Government is 
also interested in exploring with other governments the possibility of 
moving towards a single regulatory regime for pensions. 


Loan and Trust Companies Regulatory Reform 


Ontario is also discussing with the federal government ways of eliminating 
overlap and duplication in the loan and trust regulatory system. In order 
to complete these discussions, legislation will be introduced to extend the 
sunset period in the Loan and Trust Corporations Act. 


Public Sector Accountability 


The Public Sector Accountability Act will be introduced and will require 
publicly funded organizations to follow best practices in managing their 
operations. This includes requiring them to report their financial activities 
in accordance with the recommendations of the Canadian Institute of 
Chartered Accountants. 


This Act will require these organizations to disclose to the public, ina 
corporate plan and annual report, information on the objectives of the 
organization, the plan for carrying out these objectives, the resources 
required and performance against their plan. It will also require them to 
benchmark their activities against the public and private sector to ensure 
that best practices are followed, and to provide a plan to move towards 
best practices in those situations where they have fallen behind. 


This process will require organizations to identify opportunities to improve 
service delivery and involve the private sector in the design and delivery of 
those services. Organizations will also be required to develop and 
communicate measurable performance indicators. 


These changes will ensure that all money being spent by publicly funded 
organizations is being wisely, prudently and efficiently spent for the 
intended purpose, regardless of the source of the money. 


Medium Term Fiscal Outlook 
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Over the medium term, Ontario’s deficit will continue on its downward 
track toward a balanced budget. In 1998-99, the deficit outlook will be 
reduced by a further $1.8 billion from $6.6 billion in 1997-98 to $4.8 billion. 


| Medium Term Fiscal Outlook 
($ Billions) 


Revenue 
Expense 
Programs 
Restructuring and Other Charges 
Total Programs 
Capital 
Public Debt Interest 
Total Expense 
Reserve 
Deficit 
Note: Numbers may not add due to rounding. 


Interim 
1996-97 


49.1 


43.0 
2.3 
45.3 
2.6 
3.7, 
56.6 
0.0 
7.5 


Plan 
1997-98 


48.4 


41.8 
0.6 
42.4 
2.8 


54.3 
0.7 
6.6 


Outlook 
1998-99 


48.8 


40.8 
0.1 
40.9 
2.4 


9.2 


9.6 
S29 
0.7 
4.8 


@ By 1998-99, the Government will have reduced the Provincial deficit 
by $6.5 billion or 58 per cent from the $11.3 billion potential deficit 


outlook it faced in June of 1995. 


By controlling costs and identifying greater efficiencies and savings, 


the Government will maintain total program costs in 1998-99 below 
the level of program costs in 1996-97 and 1997-98. 
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Ontario’s Improving Fiscal Performance 


Turning the Corner on the Fiscal Plan 


Since assuming office, the Government has taken firm action to restore 
the fiscal health of the Province. Between 1984-85 and 1995-96, 
spending grew much faster than the growth in population and inflation. 
Since then, government spending has been reduced and will continue 
to fall. 


Less Government, Lower Spending 


$ Per Capita Spending 
5,500 


oa Actual 
4,500 Spending 
4,000 
3,500 
84-85 Spending Adjusted for 


3,000 Growth in Population and Inflation 


2,500 
84-85 87-88 90-91 93-94 


@ After increasing in the late 1980s and early 1990s, spending will be 
reduced to $4,759 per capita in 1997-98, a decline of 5.4 per cent 
from the previous year. 
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Achieving an Operating Surplus in 1996-97 


Ontario’s Balanced Budget Plan will ensure that total government 
spending does not exceed revenue in the year 2000-01. Already, Ontario 
has achieved an important milestone by recording an operating surplus of 
$1.2 billion in 1996-97. 


The operating balance is an indicator used by the federal government to 
show the amount by which total revenues exceed spending on all 
programs. It is calculated as the difference between government revenue 
and total spending on all programs, not including public debt interest. 


Operating Balance Now in Surplus 


$ Billions 


94-95 95-96 96-97 97-98 


* Potential operating deficit of $2.0 billion when the government assumed office in June, 1995. 


@ Ontario has gone from an operating deficit in 1994-95 of $2.3 billion 
to an operating surplus in 1996-97 of $1.2 billion. The operating 
surplus will grow further to $3.3 billion in 1997-98. 
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Reducing the Deficit to Below Two Per Cent of GDP in 1997-98 


A further indicator of Ontario’s improving fiscal health is the falling ratio of 
the deficit as a share of the economy. In 1997-98, Ontario’s deficit will 
decline to below 2 per cent of Gross Domestic Product (GDP). 


Deficit Below 2% of GDP in 1997-98 


Deficit as a per cent of GDP 


@ Inthe early 1990s, Ontario’s budgetary deficit rose significantly, 
reaching a peak of 4.4 per cent of provincial GDP in 1992-93. Under 
the Balanced Budget Plan, the deficit will be reduced to 1.9 per cent 
of GDP this year and will continue to fall in future years. 


B: Ontario’s Fiscal Plan * 47 


Reducing Debt as a Per Cent of GDP in 1998-99 


As a result of the Government’s Balanced Budget Plan, the growth in the 
ratio of debt to GDP will halt in 1998-99 and will begin to decline. 


Debt as a Per Cent of GDP Stabilized in 1998-99 


Per Cent 
35 


30 
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20 


15 


10 
84-85 87-88 90-91 93-94 96-97 99-00 


@ In 1998-99, Ontario’s debt as a share of GDP will stabilize at 
32.1 per cent, and begin to fall annually thereafter. 


@ In 1995-96, $5.6 billion of debt was pre-borrowed to meet 1996-97 
financing requirements and to take advantage of favourable market 
conditions at that time. This borrowing caused the temporary 
upswing in the ratio of debt to GDP in 1995-96. 
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1996-97 In-Year Fiscal Performance 


A Second Year of Over-Achieving the Deficit Target 
For the second consecutive year, the deficit target for the year just 


completed has been over-achieved. At $7.5 billion, the interim deficit for 
1996-97 is $710 million below the Budget target of $8.2 billion. 


1996-97 In-Year Fiscal Performance 


($ Millions) 
Budget In-Year 
Plan Interim Change 
Revenue 46,660 49,143 2,483 
Expense 
Programs 41,841 43,012 1 ee aa 
Restructuring and Other Charges 900 2,306 1,406 
Total Program Expense 42,741 45,318 ZOOL 
Capital 2,704 2,086 (118) 
Public Debt Interest 8,745 8,709 36 
Total Expense 54,190 56,613 2,423 
Reserve 650 0 (650) 
Deficit 8.180 7,470 710 


@ The interim results for 1996-97 incorporate recent changes to the 
Public Sector Accounting and Auditing Board (PSAAB) 
recommendations for reporting the activities of government agencies. 
These changes required GO Transit and the Ontario Housing 
Corporation (OHC) to be reclassified as government service 
organizations on the basis that their operations are not self- 
sustaining from non-provincial revenue sources. 


— The reclassification of GO Transit and OHC added 
$1,010 million to 1996-97 interim revenue and increased 
program, capital and interest expenses by a total of 
$1,123 million. 


— Actual results for 1995-96 have been re-stated to be consistent 
with these changes. The re-stated 1995-96 deficit is 
$8,800 million, $74 million higher than reported in Public 
Accounts. 
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Revenue was $2,483 million higher than expected in the Budget 
Plan. This gain reflects both the strength of the economy and the 
cautious nature of the Budget projections. The gain also reflects the 
following factors: 


— The reclassification of the Ontario Housing Corporation and GO 
Transit as government service organizations; and 


— The increase in Personal Income Tax (PIT) revenues includes 
$742 million to take account of the under-estimate of 1995-96 
PIT revenues in the 1995-96 Public Accounts. 


Total expenses were $2,423 million above the Plan, largely due to a 
$1,406 million increase in the Restructuring Fund for necessary 
restructuring investments and other charges, and a $1,123 million 
increase resulting from the accounting adjustment to reflect the 
Ontario Housing Corporation and GO Transit as government service 
organizations. 


The $650 million Reserve, included in the 1996 Budget to protect the 
Budget Plan against unforeseen risks such as unexpected and 
adverse changes in the economic outlook, was not used and 
contributed towards the over-achievement of the 1996-97 deficit 
target. 


50 * 1997 Ontario Budget 


Ontario Opportunities Fund 


The Ontario Opportunities Fund was established in the 1996 Budget to 
provide for debt and deficit reduction. The Fund receives savings realized 
from the over-achievement of a deficit target in a given fiscal year, 
contributions from Ontarians, and proceeds from major asset sales. 


The $710 million over-achievement of the 1996-97 deficit target has been 
applied to the Ontario Opportunities Fund. 


Ontario Opportunities Fund 


($ Millions) 
interim 
1996-97 
Provincial Purpose Debt at April 1, 1996 101,396 
Add: Borrowing requirements to finance projected deficit 
of $8,180 million and investments in agencies 6,604 
Decrease in liquid reserves (5,669) 
Increase in debt: 935 
Debt before Ontario Opportunities Fund 102,331 
Less: | 
Ontario Opportunities Fund 
Over-achievement in 1996-97 deficit target 
(including proceeds from major asset sales and 
contributions from Ontarians”) fans 
Fund balance applied to Debt Reduction (710) 
Provincial Purpose Debt at March 31, 1997 101,621 


* There were no major asset sales in 1996-97. Contributions from Ontarians amounted to $7,770 in 
1996-97. 


@ Including the over-achievement of the 1995-96 deficit target of 
$508 million, the Ontario Opportunities Fund has reduced the 
Province’s planned borrowing by a cumulative total of $1,218 million 
to date. The reduced borrowing saved the Province $67 million in 
public debt interest costs in 1996-97. 
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1996-97 Restructuring Charges 


In addition to applying its over-achievement of the deficit target to the 
Ontario Opportunities Fund, the Government made significant 
investments in key areas to promote restructuring efforts, which will 
provide more efficient and effective services in such areas as health care 
and municipalities. Government restructuring decisions made in-year also 
led to one-time charges. 


1996-97 Restructuring and Other Charges 


($ Millions) 
Interim 
1996-97 
Restructuring Charges 
Health care restructuring 850 
Municipal restructuring 
Highway transfers to municipalities 350 
Municipal Capital and Operating Restructuring Fund: 
Transportation-related needs 200 
Non-profit and co-operative housing 150 
Ontario Public Service (OPS) restructuring 700. 
Total Restructuring Charges 2,056 
Other Charges 
Early retirement incentive program for teachers _250 | 
Total Other Charges 250 
Total Restructuring and Other Charges 2,306 


@  Inrecognition of the scale of restructuring taking place in the 
Province, total restructuring and other charges amounted to 
$2.3 billion. This represents an increase of $1.4 billion above the 
$900 million provision initially set aside for restructuring in the 1996 
Budget. 


@ During the year, the Government approved a strategy to significantly 
re-invest in Ontario’s health care sector to meet the challenges faced 
by restructuring and re-aligning hospital services. A restructuring 
provision of $850 million is included in 1996-97 to account for the 
Government’s share of costs in those individual communities where 
hospital restructuring and re-alignment plans exist. These actions 
will lead to a more efficient and better-managed health care system 
to better meet the needs of patients. 
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@ Over the past year, the Government of Ontario has made a number 
of decisions which involve the restructuring of the municipal sector, 
resulting in charges totalling $700 million in 1996-97: 


— The Government has made a provision of $350 million to 
municipalities as a result of the transfer of highways and the 
associated highway connecting links to municipalities. This 
includes $225 million for the transfer of 3,400 kilometres of 
highways related to the Who Does What initiative and 
$125 million for previously announced highway transfers. 


— Through the Municipal Capital and Operating Restructuring 
Fund, the Government has also made a provision of 
$200 million to municipalities for transportation-related needs 
and $150 million to non-profit and co-operative housing 
providers. This will help them in dealing with the re-alignment of 
responsibilities that result from decisions made following receipt 
of the recommendations of the Who Does What panel review. 


@ Decisions made over the past year have also led to Ontario Public 
Service restructuring charges of $506 million, including $435 million 
for employee severance costs resulting from reductions in the size of 
the Ontario Public Service. A further restructuring charge of 
$71 million was provided for exit costs associated with the 
implementation of decisions concerning the transfer of certain areas 
of provincial responsibility to the municipal level of government. 
These costs include such activities as training, education and 
information systems. 


The Government has made a provision of $250 million in the 
1996-97 fiscal year for the Province’s share of the cost of an early 
retirement incentive for teachers. 
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1996-97 In-Year Revenue Changes 


Total revenue in 1996-97, at $49,143 million, was $2,483 million above 
the $46,660 million level projected in the 1996 Budget. The strength of 
the economy and the cautious nature of the Budget projections both 
contributed to the revenue gain. Revenues in 1996-97 were also boosted 
by the following factors: 


@ The inclusion of $742 million in 1996-97 PIT to take account of higher 
1995-96 PIT revenues than included in the 1995-96 Public Accounts; 
and 


@ Federal Payments, Income from Government Enterprises and Other 
Revenue were all increased by the reclassification of the Ontario 
Housing Corporation and GO Transit from Government Enterprises 
to government service organizations. 


Summary of In-Year Changes to Revenue in 1996-97 


($ Millions) 
Taxation Revenue 
Personal Income Tax ASS 
Corporations Tax 461 
Retail Sales Tax 250 
Land Transfer Tax 50 
Tobacco Tax 50 
Employer Health Tax 40 
All Other (Including Gas, Fuel and Mining Profits Taxes) (18) 
1,968 
Federal Payments 
Social Housing | 442 
Canada Health and Social Transfer (446) 
Canada-Ontario Infrastructure Works (85) 
All Other (Including Young Offenders and Vocational 
Rehabilitation) (45) 
(134) 
Income from Government Enterprises 
Ontario Housing Corporation 232 
GO Transit 15st 
Ontario Casino Corporation (59) 
Ontario Lottery Corporation (53) 
All Other (Including Ontario Clean Water Agency) (21) 
256 
Other Revenue 
Sales and Rentals 324 
Miscellaneous 83 
Fines and Penalties 40 
All Other (Including Vehicle and Driver Registration Fees) (54) 
393 


Total In-Year Revenue Changes 2,483 
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The strength of the economy helped to raise tax revenues 
$1,968 million above the prudent Budget projection. Personal 
Income Tax revenue was $1,135 million above the Budget projection 
as a result of stronger-than-expected income growth in 1995 and 
continued employment and income growth in 1996. Of this increase, 
$742 million is due to higher 1995-96 PIT than was reported in the 
1995-96 Public Accounts. Under PSAAB guidelines, the difference 
between the higher estimate and the 1995-96 Public Accounts 
estimate is recorded in 1996-97. 


¢ Corporations Tax revenue was $461 million or 8.6 per cent higher, 
reflecting both the cautious nature of the Budget projection and the 
strength of corporate profits. 


@ Retail Sales Tax was $250 million or 2.6 per cent above projection 
due to stronger growth in consumer and business spending (1996 
nominal consumption was 2.7 per cent, compared to 1996 Budget 
projection of 2.5 per cent) and the caution built into the Budget 
projection. 


The strong resale housing market pushed Land Transfer Tax 
revenue over the Budget projection by $50 million or 13.7 per cent. 
The number of housing resales in Ontario rose 31.3 per cent in 1996. 


@ Tobacco Tax was $50 million or 15.2 per cent above the Budget 
projection due to the increase of 0.35 cents per cigarette in the 
federal tobacco tax in November 1996 and stronger-than-expected 
sales. 


@ Employer Health Tax revenue was $40 million or 1.5 per cent higher, 
largely reflecting the cautious nature of the Budget projection. 


@ Increased Social Housing revenue of $442 million includes social 
housing payments of $305 million made to the Ontario Housing 
Corporation (OHC), now shown as a federal payment as a result of 
the accounting reclassification of the OHC to a government service 
organization, and $137 million in federal payments made to the 
Ministry of Municipal Affairs and Housing, previously reported as part 
of “Other” federal payments. 


@ Revenue from the Canada Health and Social Transfer was down 
$446 million from the Budget projection as a result of stronger-than- 
expected Personal Income Tax revenue. Under the federal Canada 
Health and Social Transfer allocation formula, an increase in the 
value of Ontario’s income tax points, transferred to Ontario in 1977, 
results in lower federal cash payments to the Province. 
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A slowdown in the pace of construction of Canada-Ontario 
Infrastructure Works projects resulted in an $85 million decline in 
1996-97 federal infrastructure payments compared to the Budget 
projection. 


Higher-than-projected Income from Government Enterprises primarily 
reflects the reclassification of the Ontario Housing Corporation and 
GO Transit, which removed a combined loss of $389 million from this 
revenue category. These gains were partially offset by the delay in 
the implementation of Video Lotteries to 1997-98 from 1996-97, 
which reduced income from the Ontario Lottery Corporation. Casino 
Corporation income was $59 million or 10.3 per cent below 
projection, mainly due to a one-month delay in the opening of Casino 
Niagara. 


Sales and Rentals revenue increased by $324 million, largely due to 
$316 million from the inclusion of the gross revenue of the Ontario 
Housing Corporation and GO Transit. 


Miscellaneous revenue was higher by $83 million or 23.5 per cent, 
partly as a result of OHIP subrogation. Fines and Penalties were 
$40 million or 40 per cent higher as a result of higher fines under the 
Highway Traffic Act and an underestimate of the accounts receivable 
balance in the 1996 Budget Outlook. 
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1996-97 In-Year Operating Expense Changes 


Operating expenses increased $2,541 million above the Budget Plan of 
$51,486 million to $54,027 million, mainly due to a $1,406 million in-year 
increase in restructuring and other charges, and a $993 million increase 
arising from the accounting reclassification of GO Transit and the Ontario 
Housing Corporation to government service organizations. 


Summary of In-Year Operating Expense Changes 


($ Millions) 
Interim 
1996-97 
Program Expense Changes: 
Restructuring and other charges — in-year increase 1,406 
Reclassification of GO Transit and the Ontario Housing 743 
Corporation to government service organizations — 
increase in program expense 
Ontario Student Opportunities Trust Fund — increase in 150 
matching contributions to trust funds 
Drug Benefits program — increased utilization 114 
Ontario Student Assistance Program (OSAP) — 50 
social assistance recipients transferred to OSAP 
Extra forest fire fighting — Increase in Ministry of Natural 50 
Resources expenses 
Crop Insurance — claims for bad winter wheat harvest 49 
General Legislative Grants — increase due to only partial 46 
recovery of funds owing from the Metro Toronto and 
Ottawa public school boards 
Province-wide property assessment 20 
Interim financial assistance to the horse racing industry 20 
— Offset by revenue increase 
OPS/OPSEU Pension expense — revised estimate (139) 
Ontario Works Program — delay in start-up (65) 
Other changes (net) 133 
Total Program Expense Changes 2,577 
Public Debt Interest Changes: 
Public Debt Interest expense increase due to 250 
reclassification of GO Transit and OHC 
Public Debt Interest — in-year expense savings 286 
Total Public Debt Interest Changes (36) 


Total In-Year Operating Expense Changes 2,541 
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Restructuring and other charges totalled $2,306 million, 

$1,406 million more than the $900 million initially allocated to the 
Restructuring Fund. Charges included $850 million for health care 
restructuring costs, $700 million for municipal restructuring costs, 
$506 million for OPS restructuring costs, and $250 million for the 
early retirement option for teachers. 


Consolidating the expenses of GO Transit and the Ontario Housing 
Corporation increased program expenses by $743 million from the 
Budget Plan, and increased public debt interest costs by 

$250 million. 


Response to the Ontario Student Opportunities Trust Fund initiative 
announced in the 1996 Budget far exceeded expectations. 
Consequently, the government provided an additional $150 million in 
matching funds for individual university and college trust funds during 
1996-97, raising the total to $250 million. Monies from each fund will 
be used to assist academically qualified individuals who for financial 
reasons would not otherwise be able to attend college or university. 


The Drug Benefits program incurred an overall increase in expenses 
of $114 million in-year, mainly due to increased utilization under the 
Special Drugs Program and the Ontario Drug Benefit plan (ODB). 


Due to higher-than-anticipated costs associated with the transfer of 
17,000 social assistance recipients to the Ontario Student Assistance 
Program (OSAP), program expenses were increased by $50 million. 


To combat an increase in forest fires in the summer of 1996, an 
additional $50 million in costs was incurred by the Ministry of Natural 
Resources. 


The payment of Crop Insurance claims for a bad winter wheat 
harvest resulted in an increase in expenses of $49 million. 


Grants to school boards increased by $46 million in-year as a result 
of the Ministry of Education and Training only having partial recovery 
of funds owing from the Metro Toronto and Ottawa public school 
boards. 


The implementation of province-wide value-based property 
re-assessment resulted in an increase of $20 million in Ministry of 
Finance expenses. 
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@ Interim financial assistance of $20 million was provided to the horse- 
racing industry for Sire Stakes, overnight purse supplements and 
equine research. The expenditure increase was offset by an 
increase in provincial revenues from horse racing collected between 
July 1 and September 30, 1996. Effective September 30, 1996, the 
Race Tracks Tax Sharing Agreement was replaced by the pari- 
mutuel tax reduction announced in the 1996 Budget. 


@ The $139 million in-year decrease in OPS/OPSEU pension expense 
was mainly the result of the use of more current assumptions 
reflecting a low inflation outlook and higher earnings. 


@ Savings of $65 million under the Ontario Works Program were 
realized due to delays in the start-up of Ontario Works programs in 
municipalities. 


@ Theincrease in public debt interest costs of $250 million resulting 
from the reclassification of GO Transit and OHC was more than 
offset by other savings of $286 million in public debt interest costs. 
These savings arose from several factors: a decline in public market 
borrowing from the Budget estimate of $10 billion to $6.5 billion; a 
decline in interest rates during the year which made the prudent 
contingency provision included in the Budget unnecessary; and 
effective risk-management activities that further lowered borrowing 
costs. 
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1996-97 In- Year Capital Expense Changes 


Interim capital expenses were $2,586 million, $118 million below the 
Budget Plan of $2,704 million. The table below summarizes the major 
capital changes that have occurred during the fiscal year. 


Summary of In-Year Capital Expense Changes 


($ Millions) 
Interim 
1996-97 
Reclassification of GO Transit and the Ontario Housing 130 
Corporation to government service organizations — impact on 
capital expenses 
Canada-Ontario Infrastructure Works — slowdown in pace of (169) 
construction 
Merger of the Telecommunications Access Partnerships (TAP) (32) 
with the Ontario Network Infrastructure Program (ONIP) and 
savings from the wind-down of the Jobs Ontario Community 
Action program 
Courts construction — savings due to delays in construction (18) 
Northern Ontario Heritage Fund Corporation — Lower-than- (18) 
anticipated spending 
Other changes (Including Henley Regatta, Highway 416) (11) 

Total In-Year Capital Expense Changes (118) 

Consolidating the expenses of GO Transit and the Ontario Housing 
Corporation (OHC) contributed to an increase of $130 million in 
capital expenses from the Budget Pian. 

@ A slowdown in the pace of construction for Canada-Ontario 
Infrastructure Works projects resulted in a $169 million reduction in 
1996-97 expenses. 

@ Savings of $32 million in 1996-97 occurred as a result of the merger 
of the Telecommunications Access Partnerships (TAP) with the 
Ontario Network Infrastructure Program (ONIP) and savings from the 
wind-down of the Jobs Ontario Community Action program. 

@ Savings of $18 million in 1996-97 for court construction resulted from 
delays arising from design and construction modifications to various 
projects. 

@ The revised mandate of the Northern Ontario Heritage Fund 


Corporation in 1996-97 resulted in capital under-expenditure of 
$18 million. 
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Conclusion 


Since assuming office, the Government has made significant progress in 
addressing the untenable fiscal and economic situation it inherited. 


The Province’s fiscal environment, guided by the Government’s Balanced 
Budget Plan, is now one of stability and continuous improvement. Taxes 
are lower, spending and debt levels are being brought under control, and 
for the second year in a row, the deficit target has been over-achieved. At 
the same time, the Government has made sizeable investments in priority 
areas such as health care, education, and research and development. 


The Government’s strong commitment to the Balanced Budget Plan will 
ensure that future generations of Ontarians will continue to receive 
necessary programs and services. 


Ontario's Balanced Budget Plan on Track 
Medium Term Deficit Targets 


$ Billions 


95-96 96-97 97-98 98-99 99-00 00-01 
Actual Interim Projected 


Note: The potential deficit outlook as of June 1995 of $11.3 billion and the actual deficit of $8.8 billion in 1995-96 have been restated to 
reflect the reclassification of GO Transit and the Ontario Housing Corporation to government service organizations. 
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Financial Tables and Graphs 
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Statement of Financial Transactions Table B1 
($ Millions) 


Actual Actual Actual Interim Plan 
1993-94 1994-95 1995-96 1996-97 1997-98 


Revenue 43,674 46,0389 49,473 49,143 48,400 
Expense | 
Programs 44,195 44505 44,811 43,012 41,780 
Restructuring and Other 
Charges imerere 2,306 610 
Total Program Expense 44°195..°44.505: 46:163.. 45,318. (42,390 
Capital Seley 3,831 3,635 2,086 2,750 
Public Debt Interest 7,129 1,832 8,475 8,709 9,190 
Total Expense 54.8/76>— 567168, 58)273) (1° 56,613.50 -54,3300 
Reserve - - - - 650 
Deficit 11,202 10,129 8,800 7,470 6,580 


Note: 1995-96 financial results restated to reflect reclassification of GO Transit and Ontario Housing 
Corporation to government service organizations. 


Ontario Opportunities Fund Table B2 
($ Millions) 
1996-97 

Provincial Purposes Debt at April 1, 1996 101,396 
Add: Borrowing requirements to finance projected deficit of 

$8,180 million and investments in agencies 6,604 

Decrease in liquid reserves (5,669) 
Increase in debt: 935 
Debt before Ontario Opportunities Fund 102,331 
Less: 


Ontario Opportunities Fund 


Over-achievement in 1996-97 deficit target (including 
proceeds from major asset sales and contributions 


from Ontarians*) 710 
Fund Balance Applied to Debt Reduction (710) 
Provincial Purpose Debt at March 31, 1997 101,621 


* There were no major asset sales in 1996-97. Contributions from Ontarians amounted to $7,770 in 
1996-97. 


Revenue 
($ Millions) 
Actual 
1993-94 
Taxation Revenue 
~ Personal Income Tax 14,723 
~ Retail Sales Tax 8,124 
Corporations Tax 3,447 
Employer Health Tax 2,665 
Gasoline Tax 1,907 
Fuel Tax 460 
Tobacco Tax 724 
Land Transfer Tax 321 
Mining Profits Tax 85 
Race Tracks Tax 76 
Preferred Share Dividends Tax 59 
Other Taxation 68 
32,659 
Government of Canada 
Canada Health and Social Transfer ~ 
Established Programs Financing 3,790 
Canada Assistance Plan 2,399 
Fiscal Stabilization eal. 
National Training Act 76 
Bilingualism Development 70 
Young Offenders 59 
Vocational Rehabilitation 65 
Canada-Ontario Infrastructure Works - 
Social Housing - 
Other 385 
7,071 
Income from Government Enterprises 
Ontario Lottery Corporation 602 
Liquor Control Board of Ontario 599 
Ontario Casino Corporation - 
Ontario Housing Corporation (277) 
GO Transit (136) 
Other Zo 
765 
Other Revenue 
Vehicle/Driver Registration Fees 695 
Other Fees and Licences 663 
Liquor Licence Board of Ontario 
evenues S22 
Royalties 239 
Sales and Rentals 486 
Fines and Penalties 141 
Miscellaneous 433 
3,179 


43,674 


Total Revenue ; : - 49.143 48,400 
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Table B3 

Actual Actual Interim Plan 
1994-95 1995-96 1996-97 1997-98 
14,758" “15,638.71 16:3487 14:490 
9,090 9,424 9,770 10,390 
ASOT 5,174 5,831 6,450 
2,640 2,695 2105S 2,640 
1,939 1,944 1,945 1,970 
495 500 52a 545 
322 Saz 380 415 
Siz 342 Als 450 
86 71 54 60 
84 92 49 10 
56 65 73 60 
60 39 45 25 
34,459 36,316 38,136 37,505 
- - 4,814 4,205 
4,059 3,820 - - 
257 2,508 - - 
184 367 - - 
ke: 55 32 - 
65 62 42 48 
82 61 61 59 

61 63 64 64 
159 350 138 201 

- 384 442 476 

345 210 303 242 


631 651 683 785 
637 667 714 730 
316 422 516 740 
(273) : ; , 
(166) : : : 

77 10 25 65 

1,068 1,730 1,938 2,320 
751 736 760 805 
686 631 659 625 
532 530 521 525 
223 263 266 225 

98 497 391 445 
163 143 140 90 
452 747 436 565 

2905 3,547 3,173 3,280 


46,039 49,473 
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Operating Expense Table B4 
($ Millions) 
Actual Actual Actual Interim Plan 
Ministry 1993-94 1994-95 1995-96 1996-97 1997-98 
Agriculture, Food and Rural Affairs 474 383 400 400 405 
Crop Insurance Claims 59 26 20 74 45 
Attorney General 827 830 1,085 604 654 
Board of Internal Economy 137 135 206 128 119 
Citizenship, Culture and Recreation 370 408 363 312 280 
Community and Social Services 9,165 9,364 8,816 8,025 7,848 
Consumer and Commercial Relations V5 150 140 +27. 94 
Economic Development, Trade 
and Tourism 416 463 385 219 201 
Education and Training 8,691 8,357 8,390 7,859 fayetis 
Teachers’ Pension Plan 467 643 812 1,174 745 
Environment and Energy 390 22 239 160 150 
Executive Offices 13 10 13 13 13 
Finance - Own Account 636 425 701 492 445 
Public Debt Interest 7,129 7,832 8,475 8,709 9,190 
Municipal Capital and Operating 
Restructuring Fund - - - 137 
Community Reinvestment Fund - - - - 142 
Health Ties iS. 6599") L601. G4d Bao 
Health Care Restructuring . - - 850 450 
Intergovernmental Affairs vi 6 5 4 4 
Labour 180 135 135 108 106 
Management Board Secretariat 116 823 554 732 353 
Public Service/OPSEU Pension Plan 137 682 685 145 145 
Contingency Fund - - - - 380 
Employee Severance - - 400 435 - 
Municipal Affairs and Housing 1,559 1,487 2,421 2,457 2,020 
Municipal Capital and Operating 
Restructuring Fund - - - 150 23 
Native Affairs Secretariat 14 16 16 18 9 
Natural Resources 502 478 519 426 369 
Northern Development and Mines 83 54 66 40 41 
Office of Francophone Affairs 3 3 2 2 2 
Office Responsible for Women’s 
Issues 23 22 18 14 20 
Solicitor General and Correctional 
Services 1,168 1,136 Ved 11 1,156 1,095 
Transportation 608 598 1,054 LASO (ats) 
Municipal Capital and Operating 
Restructuring Fund - - - 200 - 
Year-End Savings - - - - (200) 


Total Operating Expense 51,324 52,337 _ 54,638 54,027 _ 51,580 
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Capital Expense Table B5 
($ Millions) 
Actual Actual Actual Interim Plan 
Ministry 1993-94 1994-95 1995-96 1996-97 1997-98 
Agriculture, Food and Rural 
ffairs 13 Ae 5 : : 
Attorney General 3 4 - 28 53 
Citizenship, Culture and 
Recreation 28 42 29 9 a 
Community and Social Services TE 72 14 28 20 
Economic Development, Trade 
and Tourism 113 Te 113 9g - 
Education and Training 432 421 559 195 450 
Environment and Energy 162 217 238 203 154 
Municipal Capital and Operating 
Restructuring Fund - - - - 40 
Finance 3 3 1 - - 
Health 309 249 168 182 242 
Management Board Secretariat 169 260 2i2 119 46 
Municipal Affairs and Housing 96 310 628 308 308 
Native Affairs Secretariat 19 1? 9 14 12 
Natural Resources 95 54 47 33 25 


Northern Development and Mines 208 240 163 181 193 
Solicitor General and Correctional 


Services 5 2 2 6 13 
Transportation 1,824 Itcov se bette ye 4 ee 1,190 


Total Capital Expense 3,992 _ 3,831 3,635 2,586 _2,750 
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Ten-Year Review of Selected Financial and Economic Statistics 
($ Millions) 


Modified Cash Basis 


1988-89 1989-90 1990-91 
Financial Transactions 


Revenue 36,991 41,225 42,892 
Expense 
Programs 31,435 33,926 38,924 
Restructuring and Other Charges - - : 

Total Program Expense 31,435 33,926 38,924 

Capital 3,268 3,392 3,221 

Public Debt Interest 3,/67 Sen Ml 3,776 
Total Expense 38,470 41,135 45,921 
Reserve - = - 
Deficit/(Surplus) 1,479 (90) 3,029 
Provincial Purpose Debt 39,014 39,256 42,257 
Gross Domestic Product (GDP) 

at Market Prices 208, 143) 6276;07 3: 00.2 Gipo08 
Personal Income 206,780 .-226;/07... 9239,036 
Population - July (000s) 9,884 10,151 10,341 
Total Debt per Capita (dollars) 3,947 3,867 4,086 
Personal Income per Capita (dollars) 20,921 22,333 PRGA Ue 
Total Expense as a per cent of GDP hoe, 14.9 16.5 
Public Debt Interest as a per cent of 

Revenue 10.2 9.3 8.8 
Total Debt as a per cent of GDP 15.4 14.2 15¢2 
Cumulative Net Borrowing for Ontario Hydro 

US; 5,692 5,150 5,049 

CrP: 2,097 2,748 2,748 


Contingent Liability (mainly Ontario Hydro) 20,559 21,490 26,009 


Note: 1995-96 financial results restated to reflect reclassification of GO Transit and Ontario Housing 
Corporation to government service organizations. 


1991-92 
40,753 


43,613 
43,613 
3,874 
4,196 
51,683 


10,930 
53,083 


278,463 
245,763 
10,471 
5,070 
23,471 
18.6 


10.3 
19.1 


4,185 
2,748 
30,369 


1992-93 


41,807 


45,350 
45,350 
3,092 
5,293 
54,235 


12,428 
68,607 


282,803 
250,928 
10,646 
6,444 
23,570 
19.2 
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Table B6 

PSAAB Basis 
Interim Plan 
1994-95 1995-96 1996-97 1997-98 
46,039 49,473 49,143 48,400 
44,505 44,811 43,012 41,780 
: 1,352 2,306 610 
44,505 46,163 45,318 42,390 
3,831 3,635 2,086 2,750 
7,832 8,475 8,709 9,190 
56,168 58,273 56,613 54,330 
= = - 650 
10,129 8,800 7,470 6,580 
88,580 101,396 101,621 108,481 
301,082 313,319 323,636 339,873 
258,503 267,431 271,479 280,047 
10,937 12097 $6252 11,416 
8,099 Sri rey) 9,031 9,503 
23,636 24,099 24,127 24,931 
18:7 18.6 17.5 16.0 
£720 1 Wa Ligeats 13:0 
29.4 32.4 31.4 31.9 
1,087 1,060 392 n/a 
2,748 2,748 2,748 n/a 
33,782 31,632 31,509 n/a 
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The Budget Dollar: Total Expense 
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Revenue Sources by Category 
Per Cent of Total 


1993-94 to 1997-98 
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Operating Expense by Category 


Per Cent of Total 
1993-94 to 1997-98 
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Capital Expense by Category 
Per Cent of Total 
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1997-98 Operating Expense by Sector 
($ Billions) 
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1997-98 Capital Expense by Sector 
($ Billions) 
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Details of Revenue Measures 


The following sections provide further information on the taxation 
measures outlined in the Budget. For a precise description of these 
measures, the reader is advised to consult the amending legislation. 


Income Tax Act 


Introduction 


The 1996 Budget announced that Ontario personal income tax would be 
cut by an average of 30 per cent over three years. When the tax cut is 
fully implemented in 1999, all taxpayers will pay less Ontario income tax. 
Lower-income taxpayers will receive a tax cut of greater than 30 per cent, 
while higher-income taxpayers will see a tax cut of less than 30 per cent. 


The personal income tax measures that took effect July 1, 1996 and 
January 1, 1997 implemented just over half of the promised tax cut. The 
1997 Budget implements the next stage of the tax cut. By January 1, 
1998, three-quarters of the 30 per cent tax rate cut will be in place. 


Ontario's Tax Cut 


Ontario's Tax Rate (per cent) 


Jan96 July96_ Jan97 July97_ Jan98 1999 
Stage 1 Stage 2 Fully 
Implemented 
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Phases | and II of the 30 Per Cent Ontario Tax Rate Cut 


@ Asannounced in the 1996 Budget, the Ontario income tax rate for 
the 1996 taxation year was reduced to 56 per cent of Basic Federal 
Tax from 58 per cent of Basic Federal Tax. 


— From July 1, 1996 to December 31, 1996, tax was withheld at 
source at the rate of 54 per cent of Basic Federal Tax. 


@ Effective January 1, 1997, the Ontario income tax rate fell to 49 per 
cent of Basic Federal Tax. 


Phases III and IV of the 30 Per Cent Ontario Tax Rate Cut 


@ For the 1997 taxation year, the Ontario personal income tax rate will 
be reduced to 48 per cent of Basic Federal Tax from 49 per cent of 
Basic Federal Tax. 


— From July 1, 1997 to December 31, 1997, tax will be withheld at 
source at the rate of 47 per cent of Basic Federal Tax. 


Effective January 1, 1998, the Ontario income tax rate will fall to 
45 per cent of Basic Federal Tax. 


Fair Share Health Care Levy 


The Fair Share Health Care Levy (FSHCL) is designed to offset the cost 
of the employer health tax exemption and is paid only by individuals with 
incomes in excess of $50,980 per year. The income tax cut is reduced by 
the FSHCL, but even the highest income earners will experience a net tax 
cut. When the income tax cut and the FSHCL are fully implemented, the 
minimum tax cut will be 16.2 per cent. 


@ For the 1997 taxation year, the FSHCL will equal 20 per cent of 
Ontario income tax in excess of $4,555 plus 26 per cent of Ontario 
income tax in excess of $6,180. 


— From July 1, 1997 to December 31, 1997, the FSHCL will be 
calculated as 20 per cent of Ontario income tax in excess of 
$4,460 plus 28 per cent of Ontario income tax in excess of 
$6,000 for the purposes of tax withholdings at source. 


@ Effective January 1, 1998, the FSHCL will be calculated as 20 per 
cent of Ontario income tax in excess of $4,270 plus 30 per cent of 
Ontario income tax in excess of $5,635. 
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Enhanced Ontario Tax Reduction 


Before Ontario’s tax cut was initiated, it was expected that 900,000 
Ontarians would have benefited from the Ontario Tax Reduction Program. 
Adjustments will be made to increase the number of people with low and 
moderate incomes benefiting from this program. When these 
adjustments are fully implemented in 1999, Ontario’s enrichments will 
mean that an additional 30,000 families will no longer pay Ontario tax and 
a further 255,000 will have their Ontario tax reduced. In total, 1,185,000 
Ontarians will benefit from this program, including 655,000 individuals who 
will have their Ontario income tax eliminated. 


As the Ontario income tax rate falls, the gross benefits required to 
maintain the same number of beneficiaries in the Ontario Tax Reduction 
program also fall. Reductions in the Ontario income tax rate permit a 
reduction in the Ontario Tax Reduction benefit levels but an increase in 
the number of beneficiaries. 


For the 1997 taxation year, the basic reduction will be $171 and the 
amount in respect of each dependent child age 18 or under and each 
dependant with a disability will be $334. 


—- From July 1, 1997 to December 31, 1997, the basic reduction 
will be $168 and the amount in respect of each dependent child 
age 18 or under and each dependant with a disability will be 
$333 for purposes of tax withholdings at source. 


Effective January 1, 1998, the basic reduction will be $161 and the 
amount in respect of each dependent child age 18 or under and each 
dependant with a disability will be $331. 


@ When the adjustments are fully implemented, the basic reduction will 
be $145 and the amount in respect of each dependent child age 18 
or under and each dependant with a disability will be $325. 


Child Care Tax Credit 


Families with low incomes who incur child care expenses will be eligible 
for a refundable Ontario Child Care Tax Credit (CCTC). 


@ Effective for the 1997 taxation year, the CCTC will be 25 per cent of 
qualifying child care expenses, to a maximum of $400 for each child 
under age 7. The value of the credit will be reduced by 4 per cent of 
family net income in excess of $20,000. 


— The credit will be paid as part of the 1997 tax refund. 


@ The CCTC will be enriched in subsequent taxation years. 


82 »* 1997 Ontario Budget 


@ Child care expenses that qualify for income tax purposes will be 
eligible for the Ontario CCTC. To be eligible, child care expenses 
must be incurred to enable parents to work or attend school full-time 
and must be supported with receipts. 


Concordance with the Income Tax Act (Canada) 


@ The Income Tax Act will be amended to conform with changes to the 
Income Tax Act (Canada). 


A Better Way to Collect Ontario Income Taxes 


The Canada-Ontario Tax Collection Agreement has governed the 
collection of Ontario’s personal income tax for the last 35 years. This 
agreement gives the federal government substantial control over how 
Ontario’s income tax is applied and requires Ontario to get federal 
approval for changes that only affect Ontario tax. In exchange, Ontario 
makes no direct payment to the federal government for the service of 
collecting its tax. 


While there have been some revisions over time, rules and provisions 
established in 1962 largely define the partnership. These rules are no 
longer working. 


Changes that Ontario has proposed to its income tax that reflect 
reasonable and legitimate Provincial objectives have been rejected by the 
federal government. In a little more than a year, the federal government 
has refused to administer: 


@ aFair Share Health Care Levy, like the one proposed in the Common 
Sense Revolution, on the income earned by high-income people. 
Instead, Ontario has had to resort to the more complicated surtax 
approach, with different results than the Government had originally 
proposed; 


@ asimple check off box on Page 4 of the income tax return that would 
easily allow taxpayers to donate tax refunds to reduce the debt of the 
Province; and 


@ atax credit to ensure that taxpayers making donations of their 
current income or more to Crown foundations could get full tax relief 
in the year in which they made the donation. 


These examples do not define an income tax system that reflects the 
needs of Ontario today and in the coming years. The current agreement 
impairs the Government of Ontario’s ability to carry out the policy mandate 
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that it believes is in Ontarians’ interests. In saying “no” to the policies 
noted above, the federal government is, in effect, defining what it thinks is 
in Ontario’s interest. 


The current Tax Collection Agreement also makes Ontario vulnerable to 
federal tax base changes which automatically affect Ontario revenues. 
The terms of the current agreement leave the Province no choice but to 
automatically adopt most federal income tax changes, including those that 
the Province does not support. 


There are also costs to Ontario taxpayers from participating in the tax 
collection agreement. For example, the federal government collects over 
$1.5 billion in Ontario income tax before remitting any of it to Ontario. 
This delay results in higher interest costs to the Province, which must be 
paid for by Ontario taxpayers. The federal government also retains fines, 
interest and penalties collected on Ontario tax owing. Ontario taxpayers 
should not have to bear these costs, which we believe are well over 
$100 million per year. 


Ontario will be examining alternatives to the current Tax Collection 
Agreement in the coming months. Expert advice will be sought from the 
private sector on how Ontario could collect its own tax efficiently and at 
lower cost. It is not clear to Ontario that the current federal approach to 
defining the tax base and to collecting the resulting tax is the most 
effective and least costly alternative. The Government believes that the 
private sector will have a number of useful suggestions for, and a role to 
play in, structuring and collecting an Ontario income tax. 


All enquiries regarding personal income tax changes 
should be directed to: 

Taxation Policy Branch 

Ministry of Finance 

5th Floor, Frost Building South 


7 Queen’s Park Crescent East 

Toronto, Ontario 

M7A 1Y7 
English: 1-888-562-4769 or 1-888-JOB-GROW 
French: 1-888-562-4769 or 1-888-JOB-GROW 
Teletypewriter (TTY): 1-800-263-7776 
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Small Business Development Corporations Act 


Conclusion of Program 


The Government will conclude the five year phase-out of the Small 
Business Development Corporations program, originally announced in 
1993. 


Effective May 6, 1997, all remaining Small Business Development 
Corporations will be deregistered. 


 Toencourage the retention of invested capital in Ontario small 
businesses, Small Business Development Corporations in 
compliance with program requirements on May 5, 1997 will not be 
required to repay investment incentives. 


All enquiries regarding the Small Business Development 
Corporations program changes should be directed to: 
Tax Credits and Grants Branch 
Ministry of Finance 
P.O. Box 624 


33 King Street West 

Oshawa, Ontario 

L1H 8H8 
English: 1-888-562-4769 or 1-888-JOB-GROW 
French: 1-888-562-4769 or 1-888-JOB-GROW 
Teletypewriter (TTY): 1-800-263-7776 


Retail Sales Tax Act 


Changes to the Retail Sales Tax Act will extend tax relief for farmers, 
provide fair tax treatment to purchasers of computer programs, and 
improve support for investment in research and development and 
manufacturing equipment. 


Extending the Rebate on Building Materials for Farmers 


@ The temporary rebate for retail sales tax paid on building materials 
purchased by farmers, which was announced in the 1996 Budget, will 
be extended until March 31, 1998. The deadline for submitting 
claims will be extended to December 31, 1998. 
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@ Persons engaged in the business of farming who contract out their 
building project can apply for a rebate of 3 per cent of the total 
contract price where the price includes the federal goods and 
services tax (GST), or 3.4 per cent of the contract price if GST is not 
included. Alternatively, they can claim a rebate on the actual retail 
sales tax paid if documentation is submitted proving the payment of 

~ retail sales tax by the contractor on the materials used. 


Application of Retail Sales Tax to Computer Programs 


@ Effective for purchases after May 6, 1997, the application of 
Ontario’s retail sales tax to computer programs will be clarified in 
legislation. The term “computer program” will be defined in the Retail 
Sales Tax Act. The policy of taxing pre-written computer programs 
and exempting custom computer programs remains unchanged. 


Retail sales tax at 8 per cent will apply to a computer program that is: 


— _ sold off-the-shelf and pre-packaged with an assumed or 
adhesion licence agreement; 


— transferred from a seller to a purchaser by disk, tape, chip, 
electronic or other means; or 


— originally produced for a specific purpose for a purchaser and 
subsequently resold. 


@ Retail sales tax will not apply to: 


— custom computer programs that are new and distinct computer 
programs designed and developed solely to meet the specific 
requirements of a particular person; 


— acustom computer program where a related corporation’s 
resources are used to fulfil the customer’s requirements; or 


— _ significant modifications to a computer program as prescribed by 
the Minister, to meet the requirements of a specific person, such 
as: 


* modifications after a sale, purchased for more than the price 
paid for the pre-written program in its unmodified form; or 


* modifications to a pre-written program as a condition of sale 
where the purchase price is more than double the price of 
the unmodified program. 
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Improving the Exemption for R&D Equipment 


@ Currently, qualifying equipment used by manufacturers for a 
combination of manufacturing and research and development 
activities is not exempt from retail sales tax even though equipment 
that is used primarily in manufacturing or exclusively in research and 
development does qualify. Effective for purchases after May 6, 
1997, equipment used exclusively by manufacturers for a 
combination of these activities will be exempt from retail sales tax. 


@  Inaddition, effective for purchases after May 6, 1997, equipment 
used exclusively for research and investigation by non-profit medical 
research facilities will be exempt. 


All enquiries regarding retail sales tax changes should be 
directed to: 


Retail Sales Tax Branch 
Ministry of Finance 
P.O. Box 623 

33 King Street West 


Oshawa, Ontario 

L1H 8H7 
English: 1-888-562-4769 or 1-888-JOB-GROW 
French: 1-888-562-4769 or 1-888-JOB-GROW 
Teletypewriter (TTY): 1-800-263-7776 


Land Transfer Tax Act 


Land Transfer Tax Refund for First-Time New Home Buyers 
Extended 


Ontario’s successful temporary program to encourage first-time home 
buyers to purchase new homes is being extended. 


@ In accordance with the announcement made on March 31, 1997, the 
land transfer tax refund on purchases of newly constructed homes by 
first-time home buyers will be extended to March 31, 1998. 


@ Theconditions for this refund include the following: 


— the agreement of purchase and sale must be entered into on or 
before March 31, 1998 (previously March 31, 1997); 


— the purchaser must occupy the newly constructed home as his 
or her principal residence by December 31, 1998 (previously 
December 31, 1997); 
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— the transfer must be registered and the application for the refund 
must be made by December 31, 1999 (previously December 31, 
1998). 


The refund is available to first-time purchasers of newly constructed 
homes. The amount of the refund is the entire amount of tax paid or 


-payable, up to a maximum of $1,725. 


Elimination of the Higher Non-Resident Rate of Tax 


The tax premium on foreign investments, first introduced in 1974, is no 
longer needed. 


Sd 


Effective after May 6, 1997, the Land Transfer Tax Act will be 
amended to eliminate the higher 20 per cent rate of tax paid by non- 
residents of Canada on the purchase of farm or agricultural land, 
recreational land, woodlands and orchards. 


Non-residents of Canada will now pay land transfer tax on the 
purchase of all land at the same rate as residents. 


Treatment of Tax Deferrals 


® 


¢ 


The deferred tax will be cancelled and any security provided by the 
non-resident will be returned where: 


—-  adeferral of the non-resident portion of the tax had been 
granted on or before May 6, 1997 and the deferral had not yet 
expired; or 


— anapplication to defer the tax was received on or before May 6, 
1997. 


The deferred tax and interest will also be cancelled and any security 
provided by the non-resident will be returned where, on or before 
May 6, 1997: 


a) the non-resident has met the terms of the original 
deferral; or 


b) the conditions for the deferral could not be met due to 
circumstances beyond the control of the non-resident; or 


C) the non-resident has a long-standing presence in 
Ontario. 


Where none of the conditions described above in a), b) or c) apply, 
the non-resident will have the option of: 
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— paying a one-time lump sum of 50 per cent of the deferred tax 
and interest owing on the deferred tax; or 


— having a maximum seven-year extension. At the end of the 
extension period, if the non-resident has not met the deferral 
conditions, the higher rate of tax and interest will be paid. 


@ A non-resident will be considered to have a long-standing presence 
in Ontario if: 


— the non-resident owned Ontario assets other than the land in 
question at least equal in value to the value of the consideration 
paid for the land subject to the deferral in the 12 months prior to 
May 6, 1997; and 


— carried on an active business in Ontario and employed at least 
five full-time employees in the province for at least one year 
prior to May 6, 1997. 


All enquiries regarding land transfer tax changes should 
be directed to: 
Motor Fuels and Tobacco Tax Branch 
Ministry of Finance 
P.O. Box 625 


33 King St. West 

Oshawa, Ontario 

L1H 8H9 
English: 1-888-562-4769 or 1-888-JOB-GROW 
French: 1-888-562-4769 or 1-888-JOB-GROW 
Teletypewriter (TTY): 1-800-263-7776 


Corporations Tax Act 


Ontario Business-Research Institute (OBRI) Tax Credit 


To foster world-class research institutions in Ontario and to promote 
partnerships between business and Ontario post-secondary educational 
institutions, the Province is introducing the Ontario Business-Research 
Institute Tax Credit. Ontario corporations will be able to claim a 20 per 
cent refundable tax credit for research and development (R&D) 
expenditures incurred in Ontario as part of an eligible research institute 
contract. 


To assist small business, qualifying expenditures will be eligible for both 
the 20 per cent OBRI tax credit and the 10 per cent Ontario Innovation 
Tax Credit (OITC) for a combined tax credit of 30 per cent. 
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Eligible Research Institute Contract 


@  Aneligible research institute contract will be an R&D contract 
between a corporation carrying on business through a permanent 
establishment in Ontario and an eligible research institute, where the 
R&D is related to a business the corporation carries on in Canada 

_ and: 


— the R&D is undertaken by the eligible research institute on the 
corporation’s behalf; or 


— the corporation makes payments to be used by the eligible 
research institute for the R&D which the corporation is entitled to 
exploit. 


@ As part of the contract, the eligible research institute binds itself to 
undertake the R&D directly in Ontario. 


@ To qualify for this credit, corporations must obtain an advance ruling 
that the terms of the contract meet the criteria of an eligible research 
contract. 


Eligible Research Institute 


@ For R&D that is undertaken on the corporation’s behalf, eligible 
research institutes will be: 


— _ provincially (Ontario) assisted post-secondary institutions (Such 
as a university or a college of applied arts and technology) and 
hospital research institutes; and 


— prescribed Ontario non-profit research organizations. 


@ Where the corporation makes payments to an eligible research 
institute to be used for R&D that the corporation is entitled to exploit, 
the institutes listed above will be eligible research institutes, provided 
they are also approved for purposes of subparagraph 37(1)(a)(ii) of 
the Income Tax Act (Canada). 


Qualifying Expenditures 


@ Qualifying expenditures will be expenditures in respect of scientific 
research and experimental development activities as defined in the 
Income Tax Act (Canada), provided that the activities are carried on 
in Ontario by an eligible research institute under an eligible research 
institute contract. 


Total qualifying expenditures eligible for the tax credit will be limited 
to $20 million per year per associated group of corporations 
(prorated for taxation years straddling May 6, 1997). 
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Calculation of the OBRI Tax Credit and Interaction with the R&D 
Super Allowance and the OITC 


® 


Corporations will receive a refundable tax credit equal to 20 per cent 
of qualifying expenditures in respect of an eligible research institute 
contract. 


When calculating a corporation’s R&D Super Allowance, the OBRI 
tax credit claimed in a taxation year will reduce the expenditures 
eligible for the Super Allowance in the taxation year and the 
expenditure base for subsequent years. 


Qualifying expenditures for the OBRI tax credit will not be reduced by 
any OITC claimed in respect of the same expenditures. 


Qualifying expenditures for the OITC will not be reduced by OBRI tax 
credits claimed in respect of the same expenditures. 


Qualifying expenditures for the OBRI tax credit will not be reduced by 
federal R&D investment tax credits claimed under subsection 127(9) 
of the Income Tax Act (Canada) in respect of the same expenditures. 


For partnerships, the OBRI tax credit will be shared by partners in a 
manner similar to the R&D Super Allowance. 


Restrictions on Eligibility 


5 


Where a contract is entered into after May 6, 1997 and can 
reasonably be considered to be in respect of R&D expenditures 
covered in an agreement or contract entered into on or before May 6, 
1997, the new contract will not be an eligible research contract. 


To target the OBRI tax credit, various rules will be implemented to: 


— prevent buy-backs of intellectual property rights arising from the 
results of the R&D; 


— impose restrictions on expenditures made in kind; 


— impose restrictions on contributions by the eligible research 
institute in respect of an R&D contract; and 


— impose restrictions on arrangements involving the transfer of 
employees from a corporation to an eligible research institute to 
carry out R&D under a particular eligible research institute 
contract. 
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Refunds 


@ The OBRI tax credit will be applied against outstanding Ontario tax 
liabilities and the excess will be refundable. 


Effective Date 


@ The OBRI tax credit will be effective for qualifying expenditures 
incurred after May 6, 1997 in respect of eligible research institute 
contracts entered into after May 6, 1997. 


@ Qualifying expenditures incurred after May 6, 1997 in respect of long- 
term contracts entered into before May 7, 1997 will also qualify. To 
qualify as a long-term contract, the contract must continue to at least 
May 7, 1999. 


Ontario New Technology Tax Incentive (ONTTI) 


To encourage the development and transfer of new technology, Ontario 
will provide an immediate 100 per cent deduction of the eligible cost of 
qualifying intellectual property that is acquired by a corporation in a 
qualifying intellectual property transfer. 


Qualifying Intellectual Property Transfers 


@ A qualifying intellectual property transfer will be an acquisition of 
knowledge in the form of know-how, techniques, processes or 
formulas from an unrelated person for the purpose of implementing 
an innovation or an invention in a business of the corporation that is 
carried on in Ontario. 


Qualifying Intellectual Property 


@ Qualifying intellectual property will be a patent (either domestic or 
foreign), a licence, a permit, Know-how, a commercial secret or other 
similar property constituting knowledge, but not a trademark, an 
industrial design, a copyright or other similar property constituting the 
expression of knowledge. 


@ The property must be used in a process of implementing an 
innovation or invention where the efforts to implement that innovation 
or invention are carried on exclusively in Ontario. 


@ Qualifying intellectual property must be used for at least the entire 
period of time covering the process of implementing the innovation or 
invention. 


@ The property must be used within a reasonable period of time after its 
acquisition in the process of implementing the innovation or invention. 
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Eligible Costs 


@ Eligible costs will be the capital costs of the qualifying intellectual 
property. 


@ Where acorporation allocates part of its taxable income to another 
jurisdiction, the eligible costs will be grossed-up by the Ontario 
allocation factor to ensure that the full value of the deduction is 
realized. 


¢ Total eligible costs will be limited to $20 million per year per 
associated group of corporations before the gross-up (prorated for 
taxation years straddling May 6, 1997). 


ONTTI Deduction 


@ — Eligible costs, including the gross-up, will be deductible from income 
tax in the year the property is acquired. 


@ Special recapture rules will apply when qualifying intellectual property 
is disposed of or not used as required above. 


Effective Date 


@ The ONTTI will apply to contracts entered into after May 6, 1997 in 
respect of eligible costs incurred after August 31, 1997. 


Capital Tax Deduction for R&D Expenditures and ONTTI Costs 


Ontario will reduce the capital tax burden of corporations that have 
incurred R&D and ONTTI expenditures but have not claimed them for 
income tax purposes. 


@ Currently, a corporation’s Ontario paid-up capital is reduced by the 
corporation’s R&D expenditures only where they are deducted for 
income tax purposes. 


@ Effective for taxation years ending after May 6, 1997, the capital tax 
deduction for R&D expenditures under the Corporations Tax Act will 
be permitted in the year in which these expenditures are deductible 
for income tax purposes. 


@ Additionally, a capital tax deduction for costs under the ONTTI will be 
permitted in the year in which these costs are deductible for income 
tax purposes. 
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Eliminating Barriers to Technology Transfers: The Add-Back 


Rule 

Ontario will remove barriers to technology transfers that have existed for 
decades. 

@ . The Corporations Tax Act will be amended to correspond to the 


federal treatment of royalty payments made to non-residents in 
respect of: 


— computer software; and 


— patents and information concerning industrial, commercial or 
scientific experience (know-how), including designs, models, 
plans, secret formulas and processes. 


As aresult, Ontario’s 5/15.5 add-back rule will not apply in respect of 
these royalty payments to related non-residents where the Income 
Tax Act (Canada) or a tax treaty exempts the payment from federal 
withholding taxes. 


This change will be effective for royalties incurred after 
December 31, 1997. 


Ontario Computer Animation and Special Effects Tax Credit 


A new 15 per cent refundable tax credit will be provided to support Ontario 
computer animation and special effects activities. 


® 


Effective July 1, 1997, Ontario will provide a tax credit to corporations 
for Ontario labour expenditures incurred in respect of computer 
animation and special effects activities carried out in Ontario for use 
in film or television productions. 


The Ontario Computer Animation and Special Effects (OCASE) Tax 
Credit will be a refundable tax credit earned at a rate of 15 per cent 
of qualifying labour expenditures. 


Eligible Computer Animation and Special Effects Activities 


5 


Eligible computer animation and special effects activities will be 
prescribed activities carried out in Ontario in respect of digital 
animation and digital visual effects for use in film or television 
productions. 


Film and television productions must be for commercial exploitation 
and not in genres that are “excluded productions” for purposes of the 
Ontario Film and Television Tax Credit (OFTTC). 
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@ If the activities are in respect of a television production, the 
production must be suitable for initial broadcast in a time slot that is a 
minimum of 30 minutes. 


Qualifying Corporations 
@ A qualifying corporation will be a Canadian corporation that: 


— is performing eligible computer animation and special effects 
activities either for a film or television production that it is 
producing or under contract with a producer of a film or 
television production; 


— has apermanent establishment in Ontario; and 
— is not exempt from taxation under the Corporations Tax Act. 
Qualifying Labour Expenditures 


@ Qualifying labour expenditures for the OCASE tax credit will be equal 
to the lesser of: 


— Ontario labour expenditures for eligible computer animation and 
special effects activities; and 


— 48 per cent of the prescribed cost of eligible computer animation 
and special effects activities. 


@ Ontario labour expenditures will be expenditures incurred after 
June 30, 1997 in respect of payments made to persons in Ontario 
who are performing eligible computer animation and special effects 
activities. 


Tax Credit Calculation 


@ The OCASE tax credit will be calculated at a rate of 15 per cent of 
qualifying labour expenditures. 


@ The OCASE tax credit will be subject to an annual maximum of 
$500,000 per associated group of corporations (prorated for taxation 
years straddling June 30, 1997). 


@ The OCASE tax credit will be applied against outstanding Ontario tax 
liabilities and any excess will be refundable. 


Interaction of the OCASE Tax Credit and the OFTTC 


 Acorporation that is a “qualifying production company” for the 
OFTTC and a “qualifying corporation” for the OCASE tax credit will 
be eligible for the OFTTC and the OCASE tax credit for those 
expenditures that qualify for both, without reduction of either tax credit. 
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Certification 


¢ Acertificate of eligibility must be obtained from the Ontario Film 
Development Corporation. 


@  Thecertificate of eligibility must be filed with the qualifying 
_ corporation’s tax return under the Corporations Tax Act when the 
OCASE tax credit is claimed. 


Enhancement to the Ontario Film and Television Tax Credit 


To maintain Ontario’s competitive advantage in the film and television 
production industry and to promote employment in this sector of Ontario’s 
economy, the Ontario Film and Television Tax Credit (OFTTC) announced 
in the 1996 Ontario Budget is being enhanced in two respects: 


@ for qualifying labour expenditures incurred after May 6, 1997, the 
OFTTC rate will be increased from 15 per cent to 20 per cent; and 


@ the annual OFTTC limit for corporations or associated groups of 
corporations will be increased from $2 million to $3 million for 
productions commencing after 1996 with qualifying labour 
expenditures incurred after May 6, 1997; this increase will be 
prorated for 1997. 


The OFTTC is a refundable tax credit available to qualifying production 
companies for producing eligible film and television productions in 
Ontario. The credit is calculated on the lesser of Ontario labour 
expenditures and 48 per cent of the eligible cost of the production. 


First-time producers will continue to be eligible for an enhanced rate of 30 
per cent on the first $240,000 of qualifying labour expenditures. 


Ontario Book Publishing Tax Credit 


To support first-time Canadian authors, Ontario will provide a refundable 
tax credit to eligible Ontario book publishing companies for qualifying 
expenditures in respect of eligible literary works by first-time Canadian 
authors. The tax credit will be at a rate of 30 per cent on pre-production 
and promotional costs and 15 per cent on production costs. 


Eligible Ontario Book Publishing Companies 


@  Aneligible Ontario book publishing company will be a Canadian- 
controlled corporation with a permanent establishment in Ontario, 
provided that: 
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its principal business is book publishing carried on primarily in 
Ontario; 


itis not controlled directly or indirectly by the first-time Canadian 
author or any person related to the author; and 


itis not exempt from tax under the Corporations Tax Act. 


Eligible Literary Works 


@  Aneligible literary work will be a non-periodical publication that is 
categorized as fiction, poetry, creative nonfiction, biography, trade 
nonfiction or a children’s book and that is: 


authored material of at least 48 printed pages in length (except 
in the case of children’s books); 


bound as a paperback, trade paperback or hardback; 
not a self-published title; and 


not a publication that is prescribed as ineligible. 


First-Time Canadian Authors 


@ A first-time Canadian author will be a Canadian citizen or landed 
immigrant, ordinarily residing in Canada with no previously published 
titles in the particular category of eligible literary work that is being 
published. 


Qualifying Expenditures 


@ Qualifying expenditures will be: 


non-refundable author advances and salaries and other pre- 
production costs for activities carried out principally in Ontario, 
including salaries for editing, design and project management, 
freelance costs for editing, design and research, artwork, 
development of prototype, and set-up and typesetting; 


50 per cent of production costs for activities carried out 
principally in Ontario, including printing, binding and assembly; 
and 


promotional costs incurred within 12 months of the publication 
date, including advertising, promotional tours of the author and 
sales salaries but not meals and entertainment. 


C: Details of Revenue Measures * 97 


Tax Credit 


@ The Ontario Book Publishing Tax Credit will be calculated at a rate of 
30 per cent of qualifying expenditures incurred in a taxation year. 


¢ The maximum tax credit available to an eligible Ontario book 
_ publishing company will be limited to $10,000 per literary work. 


@  Thecredit will be applied against outstanding Ontario tax liabilities 
and any excess will be refundable. 


Effective Date 


@ The Ontario Book Publishing Tax Credit will be effective for 
publishing contracts entered into after May 6, 1997. 


Improvements to the Co-operative Education Tax Credit 


To foster greater opportunities for co-operation between businesses and 
post-secondary educational institutions in providing valuable job 
experience for Ontario students enrolled in leading-edge technology 
programs, Ontario will enhance the Ontario Co-operative Education Tax 
Credit (CETC) introduced in the 1996 Budget. 


The current definition of a qualifying co-operative education program 
under the CETC is based on the Canadian Association for Co-operative 
Education’s definition of a co-operative education program. While there 
are many leading-edge technology programs which currently meet this 
definition, there are various programs with alternative study and work 
experience arrangements that do not. A new component will be added to 
the definition of co-operative education program to target leading-edge 
technology programs that do not currently qualify for the CETC. 


New Qualifying Work Placements 


@ New qualifying work placements for a leading-edge technology 
program will be placements that are recognized by an eligible 
educational institution as part of a qualifying leading-edge technology 
program. 


@ The eligible educational institution will certify that the education 
program meets the definition of a qualifying program in leading-edge 
technology and that the work performed by the student during the 
work placement is in a related field. 


@ The eligible educational institution will issue a voucher to a student 
enrolled in a leading-edge technology program. The business will 
use this voucher to support their CETC claims for these placements. 
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Eligible Educational Institutions 


@  Aneligible educational institution will be a provincially (Ontario) 
assisted university, a college of applied arts and technology, the 
Ontario College of Art and Design, the Michener Institute for Applied 
Health Sciences and other post-secondary institutions prescribed by 
the Minister. 


Tax Credit 


@  Thecredit will continue to be refundable and equal to 10 per cent of 
the salaries, wages and benefits paid to the student during the work 
placement, with a maximum credit of $1,000 per placement. 


@ The CETC in respect of new qualifying work placements will be 
available to incorporated and unincorporated businesses. 


Qualifying Leading-Edge Technology Programs 


@ Qualifying leading-edge technology programs could include approved 
programs of study in fields such as the following: 


— Computer science, e.g., information systems, software 
engineering and digital animation; 


— Information and telecommunications technology; 


— Natural and medical sciences, e.g., biochemistry, microbiology, 
metallurgy and material science; 


— Engineering, e.g., environmental, chemical and aerospace. 


¢ To target the CETC to leading-edge technology programs, Ontario 
will consult with stakeholders in industry and post-secondary 
educational institutions prior to finalizing the details of the 
enhancement. 


Effective Date 


@ The enhanced credit for leading-edge technology programs will be 
available for qualifying work placements which commence after 
December 31, 1997. 


Ontario Graduate Transitions Tax Credit 


To encourage business to provide work opportunities to unemployed 
graduates, Ontario will provide a 10 per cent refundable tax credit to 
Ontario businesses for qualifying expenditures incurred in hiring Ontario 
unemployed post-secondary graduates. 
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Qualifying Expenditures 


@ Qualifying expenditures will be salaries, wages and benefits paid by 
the employer to the post-secondary graduate in respect of qualifying 
employment, as reported on the employee’s T-4 slip. 


Qualifying Employers 


@ Qualifying employers will be Ontario corporations and unincorporated 
businesses. 


@ An Ontario corporation is a corporation that has a permanent 
establishment in Ontario, other than a corporation exempt from tax 
under the Corporations Tax Act. Ontario unincorporated businesses 
are businesses with permanent establishments in Ontario, other than 
unincorporated businesses carried on by individuals exempt from tax 
under the Income Tax Act (Ontario). 


@ For partnerships, the Ontario Graduate Transitions Tax Credit will be 
shared by partners in a manner similar to the Ontario Co-operative 
Education Tax Credit. 


Qualifying Employment 


@ Qualifying employment will be the hiring of a qualifying Ontario post- 
secondary graduate to work at a permanent establishment in Ontario 
for a period of at least six months. 


Qualifying Post-Secondary Graduates 


@ A qualifying post-secondary graduate will be an individual unrelated 
to the qualifying employer who, within the past three years: 


— has graduated from a recognized program of study; and 


— has been unemployed for at least 16 weeks of the last 32 weeks 
immediately preceding the first day of qualifying employment. 


@ Arecognized program of study includes a program in a post- 
secondary institution that is funded by the Ontario Government or in 
a private vocational school as prescribed in the Private Vocational 
Schools Act (Ontario), that results in one of the following post- 
secondary credentials: 


— atrades certificate or diploma from a vocational school or 
apprenticeship training; 


— anon-university certificate or diploma from a community college 
or school of nursing; 


—-  auniversity certificate below a bachelor degree; 
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— abachelor degree; or 
— auniversity certificate or degree above a bachelor degree. 


<Acertificate includes a certificate for a recognized program of 
academic study or trades training, and for a professional or 
vocational program. It does not include certificates of completion 
issued for individual courses or for studies in continuing education or 
in areas related to personal interest or leisure activities. 


Tax Credit 


@ Qualifying employers will receive a refundable tax credit equal to 10 
per cent of qualifying expenditures paid to qualifying post-secondary 
graduates in their first 12-month period of employment. 


@ The maximum credit for each new hire cannot exceed $4,000. 


@ Thecredit cannot be claimed until the employee has worked for the 
minimum six-month period. 


@  Thecredit will be applied against outstanding Ontario tax liabilities 
and any excess will be refundable. 


Effective Date 


@ The credit will apply to new hires commencing after May 6, 1997. 


Capital Tax Harmonization for Financial Institutions 


In order to simplify and modernize Ontario’s capital tax system, the 
Corporations Tax Act will be amended to follow more closely the federal 
large corporations tax as it applies to financial institutions. 


‘Definition of a Financial Institution 


@ A financial institution for purposes of the Ontario capital tax will be a 
corporation that at any time in the year is: 


—- abank or credit union (excluding prescribed central credit 
unions and leagues); 


— authorized under the laws of Canada or a province to carry on 
the business of offering its services as a trustee to the public; 


— authorized under the laws of Canada or a province to accept 
deposits from the public and carries on the business of lending 
money on the security of real estate or investing in mortgages 
on real estate; 
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— registered or licensed under the laws of a province to trade in 
securities, in the capacity of agent or principal, without any 
restriction as to the types or kinds of securities in which it may 
trade; 


— amortgage investment corporation, as defined in the Income 
Tax Act (Canada); or 


— aprescribed corporation. 

Calculation of Paid-up Capital 

@ The taxable paid-up capital of a financial institution will be: 
— its long-term subordinated debt; 


— its capital stock (or members’ contributions if it is a corporation 
without share capital); 


— its retained earnings; 
— its contributed and other surplus; 


— its reserves to the extent that they are not deducted for income 
tax purposes, but excluding depreciation or depletion reserves; 
and 


— one-third of the total of all amounts, each of which is the 
carrying value at the end of the year of an asset of the financial 
institution that is tangible property used in Ontario. 


Less: 


— $2 million, prorated among related financial institutions with 
permanent establishments in Ontario. 


Investment Allowance 


@ A financial institution will be entitled to an allowance to reduce its 
capital tax payable in a taxation year where it has made an 
investment in shares or long-term subordinated debt of a related 
financial institution which is also taxable in Ontario. 


— The amount of the allowance claimed by the investor will 
recognize the proportion of business done in Ontario by the 
related financial institution. 


Tax Rate 


@ The rate of tax payable by a financial institution other than a credit 
union on taxable paid-up capital allocated to Ontario will be: 
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— 0.6 per cent on the first $200 million; and 
— 0.9 per cent on any amount in excess of $200 million. 


@ The threshold amount of $200 million of taxable paid-up capital 
which is subject to the lower rate of capital tax will be prorated 
among related financial institutions with permanent establishments in 
Ontario. 


Effective Date 


@ Credit unions will be subject to these changes after December 31, 
1997. 


@ For other financial institutions that are members of a related group of 
financial institutions with aggregate taxable paid-up capital in excess 
of $10 million, these changes will be effective after May 6, 1997, 
prorated for taxation years straddling May 6, 1997. 


@ For the remaining financial institutions, these changes will apply to 
taxation years beginning after May 6, 1997. 


Credit Unions 


@  Toprovide transitional relief, the capital tax on credit unions will be 
capped at 0.6 per cent and will be phasea-in at the following rates: 


— 0.05 per cent on taxable paid-up capital allocated to Ontario, 
effective after December 31, 1997 and before January 1, 1999 
(prorated for taxation years that include these dates); 


— 0.1 per cent on taxable paid-up capital allocated to Ontario, 
effective after December 31, 1998 and before January 1, 2000 
(prorated for taxation years that include these dates); 


— 0.2 per cent on taxable paid-up capital allocated to Ontario, 
effective after December 31, 1999 and before January 1, 2001 
(prorated for taxation years that include these dates); 


— 0.4 per cent on taxable paid-up capital allocated to Ontario, 
effective after December 31, 2000 and before January 1, 2002 
(prorated for taxation years that include these dates); and 


— 0.6 per cent on taxable paid-up capital allocated to Ontario, 
effective after December 31, 2001 (prorated for taxation years 
that include this date). 
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Parallelling the Federal Temporary Capital Tax Surcharge on 
Large Deposit- Taking Financial Institutions 


Ontario will harmonize with the federal measure to extend the temporary 
surcharge on the capital tax of large deposit-taking financial institutions 
from November 1, 1997 to October 31, 1998. 


@ The temporary surcharge will also be extended effective after May 6, 
1997 to all large deposit-taking financial institutions. 


— For taxation years that straddle May 6, 1997, the temporary 
surcharge will be prorated based on the number of days in the 
taxation year after May 6, 1997. 


@ Effective after May 6, 1997, the definition of taxable paid-up capital 
for the purposes of the temporary surcharge will reflect the new tax 
base resulting from capital tax harmonization with the federal large 
corporations tax. 


@ The temporary surcharge is equal to 10 per cent of the capital tax 
levied on a large deposit-taking financial institution’s taxable capital 
over $400 million. 


- The $400 million capital deduction will be prorated among 
related financial institutions with permanent establishments in 
Ontario. 


@ A large deposit-taking financial institution may reduce its liability for 
the temporary surcharge by the Small Business Investment Tax 
Credit. 


Improving the Small Business Investment Tax Credit for 
Financial Institutions 


Effective after May 6, 1997, the Small Business Investment Tax Credit, 
which was announced in the 1996 Budget, will be amended to help target 
the incentive to more small businesses, to expand eligible investments to 
include investments in Community Small Business Investment Funds and 
to extend the credit to all large deposit-taking financial institutions and to 
credit unions. 


The Small Business Investment Tax Credit is earned by deposit-taking 
financial institutions for eligible investments made to qualifying small 
businesses. The tax credit reduces a financial institution’s Ontario capital 
tax liability. 
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Extension of the Tax Credit to Qualifying Financial Institutions 


Effective after May 6, 1997, qualifying financial institutions will be 
able to reduce their capital tax liability by making investments that 
qualify for the Small Business Investment Tax Credit. 


@ A qualifying financial institution for the purposes of the tax credit will 
be: 


—- adeposit-taking financial institution that is a member of a related 
group of financial institutions that has aggregate taxable paid-up 
capital in excess of $400 million; and 


—  acredit union. 
Enriched Credit for Small Patient Capital Investments 


To target the credit to smaller growing businesses, the tax credit will 
be enriched to 75 per cent for small patient capital investments not 
exceeding $50,000 in qualifying small businesses with no more than 
$500,000 in total assets and gross revenue (including assets and 
revenue of associated businesses). 


@ The enriched tax credit will be reduced from 75 per cent to 20 per 
cent where the amount of the investment is between $50,000 and 
$100,000 or where the total assets or gross revenue of the qualifying 
small business (and associated businesses) are between $500,000 
and $750,000. 


— Where the amount of the investment is above $50,000 and the 
total assets or gross revenue of the qualifying small business 
are greater than $500,000, both reductions will apply. 


¢ Asmall patient capital investment will be an investment made after 
May 6, 1997 in shares or long-term subordinated debt issued by a 
qualifying small business that qualifies as an eligible investment 
under the current tax credit rules. 


@ The enriched tax credit rate will only be available if the total of the 
qualifying financial institution’s eligible investments in the small 
business does not exceed $100,000. 


New Credit for Small Loans Made at Interest Rates Below Bank 
Prime 


@ A tax credit of 4 per cent will also be available for small loans not 
exceeding $50,000 made to qualifying small businesses with no 
more than $500,000 in total assets and gross revenue (including 
assets and revenue of associated businesses), provided that the loan 
is made after May 6, 1997 at a rate of interest below bank prime. 
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The tax credit will be equal to 4 per cent of the amount of qualifying 
loans made by a qualifying financial institution that are outstanding in 
the year, as adjusted to reflect the period during the year that the 
amount was outstanding. 


The maximum amount of tax credits that a qualifying financial 
institution may claim in a taxation year in respect of below-prime small 
loans will be 75 per cent of the qualifying financial institution’s capital 
tax that is eligible to be earned back in respect of the taxation year. 


The tax credit for below-prime small loans will not be available for 
loans made to persons carrying on prescribed businesses, including 
professions such as law, dentistry, accounting and medicine. 


New Credit for Investments in Community Small Business 
Investment Funds 


Sd 


A qualifying financial institution will be able to claim a 20 per cent tax 
credit in respect of its investment in a Community Small Business 
Investment Fund. 


— The credit is to be claimed at the time and to the extent that the 
Community Small Business Investment Fund reinvests the 
qualifying financial institution’s investment in small businesses. 


As a temporary incentive, investments made after May 6, 1997 and 
before January 1, 1999 in Community Small Business Investment 
Funds will qualify for an immediate 20 per cent tax credit. 


As a result, a qualifying financial institution may claim a total tax 
credit of 40 per cent in respect of an investment in a Community 
Small Business Investment Fund. 


Further details regarding Community Small Business Investment 
Funds are contained in Appendix C1. 


Amount of Capital Tax Eligible to be Earned Back 


® 


Effective May 6, 1997, the total capital tax that a qualifying financial 
institution other than a credit union may earn back in respect of a 
taxation year will be the total of: 


— its temporary capital tax surcharge in respect of that year; and 


— 20 percent of its capital tax liability (excluding the temporary 
surcharge) on its taxable capital over $400 million in respect of 
that year. 


¢ The $400 million taxable capital threshold will be prorated 
among related financial institutions with permanent 
establishments in Ontario. 
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— For the purposes of the earn back, a qualifying financial 
institution’s capital tax liability for a taxation year that straddles 
May 6, 1997 will be prorated on the basis of the number of days 
in the year after May 6, 1997. 


@ Foracredit union, the amount of capital tax eligible to be earned 
back in respect of a taxation year will be its total capital tax liability for 
that taxation year. 


@  Thecredit earned by a qualifying financial institution may be shared 
with a member of its related group of financial institutions. 


Earn-Back Period 


@  Toclaim the tax credit after May 6, 1997 in respect its capital tax 
liability for a taxation year, a qualifying financial institution must make 
eligible investments before the end of the second calendar year 
following the calendar year in which the taxation year ends. 


@ Any liability for the temporary capital tax surcharge for a period 
before May 7, 1997 may be earned back under the new tax credit 
rules. 


Consultations 


@ Ontario will consult with small business and financial institutions 
regarding the implementation of the Small Business Investment Tax 
Credit for Financial Institutions. 


Amendments to the Investment Allowance 


@ The Corporations Tax Act will be amended to exclude from the 
investment allowance claimed by a corporation in computing capital 
tax any loans or advances to or bonds, debentures or other 
securities of a government, Crown corporation or municipal or school 
corporation. This corresponds to the treatment of these investments 
under the federal large corporations tax. 


@ This measure will be effective for taxation years ending after 
December 31, 1997. 


Amendments Relating to Federal Measures 


@ Changes will be made to the Corporations Tax Act to harmonize with 
federal income tax changes and effective dates announced in the 
1997 federal budget. These include: 
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— extending the rules for mining reclamation trust funds to include 
similar trust funds established for waste disposal sites and 
quarries for the extraction of aggregates; and 


-— broadening the investor base for renewable energy to include 
test wind turbines. 


@ ~ The Corporations Tax Act will also be amended so that a 
corporation’s losses for Ontario tax purposes will not be affected for 
corporations that elect to participate in the federal aviation fuel excise 
tax rebate contained in the 1997 federal budget. 


@ Ontario will continue to permit the 100 per cent net income limit to 
apply to gifts from Ontario corporations to the Crown in right of 
Ontario and Ontario Crown Agencies, including Crown foundations. 


All enquiries regarding corporations tax changes should 
be directed to: 

Corporations Tax Branch 

Ministry of Finance 

P.O. Box 622 

33 King Street West 


Oshawa, Ontario 

L1H 8H7 
English: 1-888-562-4769 or 1-888-JOB-GROW 
French: 1-888-562-4769 or 1-888-JOB-GROW 
Teletypewriter (TTY): 1-800-263-7776 


Other Changes 


Equalizing Passenger Vehicle Registration Fees 


Effective for registration renewals and new registrations on or after 
September 1, 1997, registration fees for passenger cars, commercial 
motor vehicles weighing 3,000 kilograms or less used for personal 
purposes, and motorized mobile homes will be equalized at $74 
across Southern Ontario. Fees for northern Ontario will be set 
at $37. 


— Fees in the Greater Toronto Area will decrease from $90 to $74. 
— Fees in Southern Ontario will increase from $66 to $74. 


— Fees in northern Ontario will increase from $0 to $37. 
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Registration fees for motorcycles will also be equalized across 
Southern Ontario at $42. 


— Fees in the Greater Toronto Area will decrease from $48 to $42. 
— Fees in Southern Ontario will increase from $36 to $42. 

— Fees in Northern Ontario will increase from $0 to $21. 
Registration fees for mopeds remain at $12. 


For those individuals who choose to renew for a two-year period, 
effective immediately and until September 1, 1997, vehicles being 
registered in Ontario will be renewed under the current fee structure 
for 12 months. Thereafter, renewals will be made according to the 
new rate structure. 


Registration fees for commercial motor vehicles weighing 3,000 
kilograms or less used for commercial purposes and registered in the 
Greater Toronto Area will be reduced to $74 from $90. In the rest of 
Ontario these fees will be increased from $72 to $74. 


—- Registration fees for heavy commercial vehicles, heavy 
commercial farm trucks, and buses remain unchanged. 


All enquiries regarding these changes should be directed 
to: 


Licensing and Control Branch 
Ministry of Transportation 
Main Floor, East Building 


2680 Keele Street 

Downsview, Ontario 

M3M 3E6 

English: 1-416-235-2999 

French: 1-416-235-2999 
Teletypewriter (TTY): 1-800-263-7776 


Making the Tax System Fairer 


Defeating the Underground Economy 


5 


Ontario will implement a number of initiatives targeted at the 
underground economy and tax evasion, including the following: 


— Negotiations are continuing with Revenue Canada to collect on 
the Province’s behalf the retail sales tax payable on taxable 
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items brought into the province by residents returning from 
outside Canada. In addition, discussions will begin with 
Revenue Canada to obtain information on commercial imports 
for retail sales tax purposes and with Canada Post to allow for 
the collection of retail sales tax on taxable items mailed to 
Ontario residents. 


“= Retailers convicted of offences under the Retail Sales Tax Act 


will have their on-line lottery ticket privileges temporarily 
suspended. 


— Staff resources dedicated to the prosecution of strict liability 


offences under the Retail Sales Tax Act will be increased. 


— Overall audit capacity, particularly for commodity taxes will be 


strengthened further. Electronic systems will be created and 
enhanced to: 


¢ allow for the more efficient use of collection, audit and 
investigative resources; 


¢ improve information exchange and matching capabilities 
between various federal, provincial and municipal data 
bases; and 


« allow for the electronic filing of returns. 


— Ontario will participate in Joint Force Investigations with the 


RCMP, municipal police forces and Revenue Canada to 
investigate and prosecute tax evasion schemes involving alcohol 
and tobacco products. 


— Ontario will initiate discussions with the other provinces 


administering their own retail sales taxes to determine methods 
of collecting retail sales tax on goods ordered in one jurisdiction 
and delivered to another. | 


— Ontario will consult with the propane industry on opportunities to 


streamline propane taxation. 


Improving the Objections and Appeals Process 


® 


The objections and appeals process will be improved. Changes to 
Ministry of Finance staffing allocation, procedures and legislation will 
be implemented to effect a more timely resolution of objections and 
appeals. 


Ministry of Finance staff and taxpayers will be encouraged to place 
more emphasis on the resolution of issues at the pre-objection stage. 
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@ Taxpayers will be required to: 


disclose in their notices of objection all issues in dispute; 


provide the facts and reasons being relied upon in respect of 
each issue; and 


respond to requests for facts and reasons relating to the initial 
notice of objection within 60 days. 


Taxpayers will not be able to add new issues to the objection, 
although they will be able to file another objection to a subsequent 
reassessment for the taxation year. Similarly, appeals may be filed 
only in respect of issues specified in the original Notice of Objection. 


@ The process will also be simplified by no longer requiring objections 
to be filed in duplicate and by registered mail. 


@ Other changes to improve administration and fairness and to 
standardize procedures across statutes will be implemented where 
appropriate. 


@ Ontario will review the new federal Appeals Renewal Initiative to 
determine which changes should be adopted. 


Inter-Provincial Asset Transfers: Preventing Abuse 


@ Ontario will enact technical changes which will adopt the elective 
income tax rollover provisions of the Income Tax Act (Canada) more 
closely. 


Where a corporation transfers an asset and makes an election 
under the rollover provisions for federal purposes, Ontario will 
deem the election to have been made for Ontario purposes, and 
when a corporation transfers assets but does not make an 
election for federal purposes, it will not be allowed to make an 
Ontario election. In addition, Ontario will require that the elected 
amount for Ontario purposes be the same as the federal elected 
amount. 


These restrictions will also apply to other elective situations such 
as a Change of control where corporations are deemed to 
dispose of property at proceeds of disposition which they can 
designate. 


These changes will be effective for rollovers occurring on or 
after May 6, 1997 and for designations or elections on deemed 
dispositions occurring in taxation years ending on or after May 6, 
1997. However, to avoid disrupting taxpayers who conduct 
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virtually all of their business in Ontario, the above restrictions will 
not apply where each party participating in the rollover (or 
designating or electing proceeds on deemed dispositions) has 
over 90 per cent of its income allocated to Ontario. 


In addition, legislative changes will be made to the Corporations Tax 


- Act and the Income Tax Act (Ontario) to adopt the measures to 
reduce tax avoidance relating to inter-provincial asset transfers which 


were announced on December 19, 1996. These measures prevent 
taxpayers from avoiding provincial tax on inter-provincial asset 
transfers. The rules apply to all dispositions of assets to non-arm’s 
length parties utilizing the federal rollover provisions where the 
disposition results in either: 


— anundue increase in the tax cost base of the asset transferred; 
or 


— anundue reduction of the taxpayer’s income. 


These measures to reduce tax avoidance apply to transactions or 
series of transactions commencing on or after December 19, 1996, 
and to transactions or series of transactions commencing prior to 
December 19, 1996 and completed after this date. 


Facilitating Hospital Mergers 


S 


Relief will be provided to facilitate the restructuring of publicly-funded 
hospitals for tax liabilities under the Retail Sales Tax Act and the 
Land Transfer Tax Act. 


Fair Tax Treatment for Small Estate Wineries 


® 


For the 1998 and subsequent taxation years, buildings located on 
farms, such as wineries, that are used to process or Sell the produce 
from the farm, will be treated for property assessment purposes ina 
manner similar to farm residences, i.e., the land under the buildings 
will be valued as farm land. This will ensure fair and equitable 
property tax treatment of small estate wineries. 


Registered Insurance Brokers 


® 


Brokers who place insurance with unlicensed insurers are required 
under the Registered Insurance Brokers Act to collect and remit the 
equivalent to the premium tax to the Ontario Insurance Commission. 
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Also, reciprocal or inter-insurance exchanges licensed under the 
Insurance Act presently remit their premium tax through their 
attorneys to the Ontario Insurance Commission. 


The collection of these taxes is being transferred from the Ontario 
Insurance Commission to the Corporations Tax Branch, which 
presently collects premium taxes from other insurers. Necessary 
amendments will be made to the Registered Insurance Brokers Act, 
the Insurance Act and the Corporations Tax Act effective for taxation 
years commencing after December 31, 1997. 


Other Capital Tax Changes 


Investment Allowance Year-End Transactions 


Corporations may artificially increase their investment allowance claim by 
advancing funds to related corporations having a different taxation year 


end. 


The recipient corporation excludes such advances from paid-up 


capital by repaying them before their year-end. 


4 


Effective for taxation years ending on or after October 31, 1997, the 
Corporations Tax Act will be amended to deny the reduction of paid- 
up capital in respect of a loan or an advance if it is established that 
the loan or advance: 


— was made to a related corporation that has a later year-end; 


— was not outstanding 120 days before the year-end of the 
corporation making the advance; and 


— was made or issued as part of a series of loans or advances 
and repayments. 


A loan or advance will generally be considered to be part of a series 

of loans or advances and repayments where the amount is repaid by 
the related corporation prior to its year-end and therefore not subject 
to capital tax. 


Investment Allowance Subsidiaries of Financial Institutions 


Corporations may artificially increase their investment allowance claim by 
advancing funds to a subsidiary of a financial institution on a short-term 
basis instead of directly to the financial institution. 


5 


Effective for taxation years ending on or after October 31, 1997, the 
Corporations Tax Act will be amended to extend the 120-day holding 
restriction to any arrangement entered into with a corporation related 
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to a financial institution listed in subclause 62(1)(c)(iv) of the Act 
where the loan or advance is guaranteed or otherwise secured by the 
financial institution. 


Other Amendments 


To improve the administrative effectiveness and efficiency and maintain 
the technical integrity of the tax system, various changes will be made to 
the following Ontario tax statutes: 


@ Income Tax Act 

@ Labour Sponsored Venture Capital Corporations Act 
@ Corporations Tax Act 

@ Land Transfer Tax Act 
@ Retail Sales Tax Act 

@ Fuel Tax Act 

@ Gasoline Tax Act 

@ Mining Tax Act 

@ Race Tracks Tax Act 

@ Tobacco Tax Act 
These amendments include: 


@ enacting legislation similar to the federal government’s enhanced 
garnishment or “super priority” provisions to give Ontario priority over 
secured creditors for funds held in trust when a garnishment is 
issued; 


# enacting legislation to clarify that, where a taxable product is sold at 
a temperature-adjusted volume, the motive fuel tax collected and 
remitted is based on the temperature-adjusted volume, and where 
taxable product is sold at the ambient temperature, the motive fuel 
tax collected and remitted is based on the ambient temperature 
volume; 


# enacting legislation to extend the reassessment and refund periods 
to a maximum of four years in tax statutes where this is not currently 
the case; 


# amending the definition of “sale” in the Retail Sales Tax Act to 
provide authority for the Minister to prescribe what constitutes a 
“sale” of telecommunications services in order to eliminate the 
possibility of double taxation or avoidance of tax; 
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# amending the corporate minimum tax provisions in the Corporations 
Tax Act effective May 6, 1997: 


— to provide a deduction for dividends subject to tax under Part 
VI.1 of the Income Tax Act (Canada), 


— to exempt dividends of central credit unions that are deductible 
for income tax purpose, and 


— to ensure that there is no deduction for dividends reclassified for 
accounting purposes as interest expense; and 


@ enacting legislation to make other technical and housekeeping 
amendments. 


All enquiries regarding tax changes to make the tax 
system fairer should be directed to: 

Tax Design and Legislation Branch 

Ministry of Finance 

2nd floor, Frost Building North 

95 Grosvenor St. 

Toronto, Ont. 

M7A 1Y7 


English: 1-888-562-4769 or 1-888-JOB-GROW 
French: 1-888-562-4769 or 1-888-JOB-GROW 
Teletypewriter (TTY): 1-800-263-7776 


Appendix C1 


Framework for Community Small Business Investment Funds 


As noted by the Committee on Small Business Access to Capital, small 
businesses with $1 million or less in assets and revenue have difficulty 
accessing venture capital. These businesses are typically at the seed or 
start-up phase of development. 


Venture capital financing occurs along the continuum of a company’s 
development. Within the venture capital spectrum, seed or early-stage 
financing would normally be supplied by family members and by the 
informal venture capital market (commonly referred to as “angels”). 
Formal venture capitalists provide some capital at the seed stage, but 
focus predominantly on the middle and later stages of a company’s 
development. Banks and pension funds tend to invest in larger amounts 
at the later stages of a company’s development. 
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The supply of formal venture capital has grown rapidly in Ontario, primarily 
as a result of federal and provincial personal income tax incentives to 
average individuals purchasing shares in labour sponsored investment 
funds (LSIFs). LSIFs have filled the gap created by the exit of traditional 
institutional and corporate investors in the late 1980s and early 1990s. 
The exit of these institutions caused a decline in Ontario’s capital under 
management from $1.7 billion in 1989 to $1.2 billion in 1992. LSIF’s 
share of capital under management rose from 11 per cent in 1992, to 
30 per cent in 1994. In 1996, Ontario’s venture capital market had 

$2.8 billion of capital under management, of which LSIFs accounted for 
one-half. 


While the overall supply of venture capital has increased significantly as a 
result of the LSIF program, there has not been a corresponding increase 
in the supply for smaller businesses (e.g., under $1 million in assets) 
requiring smaller amounts of capital. The imperative is to direct more of 
the capital raised through tax assistance to the seed or early-stage 
segment of the market. 


To provide small, local growth-businesses with greater access to capital 
and to complement the LSIF program and the small business investment 
tax credit for financial institutions, Ontario will introduce the Community 
Small Business Investment Funds (CSBIF) program. A formal fund 
approach will encourage capital to be dispersed among many 
communities, ensure that capital is committed, provide a local, alternative 
source of patient capital for small businesses in the community and 
provide a real focus for investment partnerships with the community. 


The impetus for the creation of a fund in a particular area or community 
can emanate from any number of Sources, such as the community itself, 
local angels, a local financial institution or an LSIF. Synergies can result 
through this arrangement, regardless of who initiates the fund. 


The Government believes that promising investment opportunities in 
early-stage, growing small businesses are available and should be 
facilitated. The greatest potential for success lies in coordinated action 
among key players: LSIFs, financial institutions, angels, the Government 
of Ontario and the federal government. The Government proposes the 
following framework for CSBIFs. 


Sponsors 


@ A Community Small Business Investment Fund must be sponsored 
by: one or more lower-tier or local municipalities within a region, 
county or district; an upper-tier municipality; or a single-tier 
municipality. Alternatively, a Community Small Business Investment 
Fund must be sponsored by one or more universities. 
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Active community participation will be required on an ongoing basis, 
through community involvement on the Board of the CSBIF by the 
sponsor or by other persons from the community acceptable to the 
sponsor. 


Fund Size/Structure 


@ Minimum fund size of $5 million and maximum fund size of 
$10 million apply. A single investor will be limited to an investment of 
$5 million. 

@ Closed-end fund with a maximum life of ten years, subject to 
investors’ right of extension. 

@ Upto 10 per cent of the fund’s capitalization can be used to finance 
operating expenses over the life of the fund. 

@  |tis expected that there will be no disbursements to investors from 
the CSBIF before 90 per cent of the shareholder equity of the CSBIF 
is invested and until at least the end of the sixth year. 

@ Financial institutions and LSIFs are prohibited from recovering any 
charges or fees from the CSBIF. 

Governance 

@ Sponsoring entity will have minority representation on the board. 

@ Investors will have majority representation on the board. 


Investment Parameters 


5 


Ninety per cent of shareholder equity must be invested; at least 50 
per cent must be invested within two and one-half years of 
capitalization of the CSBIF. 


Investments will be in qualifying small businesses (deal sizes of 
under $250,000). 


Initial investments in companies with $1 million or less in assets and 
revenues. 


Follow-on financing will be allowed, but no more than one-fifth of the 
fund’s shareholder equity can be invested in any one company. 


Eligible investments will be restricted to the sponsor’s “community.” 


Certain businesses will not qualify for investment (e.g., real estate, 
personal services corporations and specified investment 
businesses). 
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Financial Penalties 


@ Financial penalties will apply if the investment requirements are not 
fulfilled. 


Sources of Capital 


The Government will encourage this new community venture capital focus 
by re-directing existing tax-assisted pools of capital. An enriched financial 
institutions’ tax credit and investment pacing incentives for LSIFs will 
encourage the capitalization of CSBIFs. 


CSBIFs may also receive capital from local private investors (i.e., angels), 
local corporations, community organizations and pension funds. Local 
private investors could also co-invest along side the CSBIF in addition to, 
or instead of, investing directly in the CSBIF. No incentives are planned 
to encourage direct investment in CSBIFs by the general public. 


Next Steps 


The Government will introduce legislation to create Community Small 

Business Investment Funds following consultations with communities, 
LSIFs, local corporations, angels, financial institutions, the federal and 
municipal governments and other interested parties. 


Labour Sponsored Venture Capital Corporations Act 


The Labour Sponsored Venture Capital Corporations Act provisions will 
be contained in the new Community Small Business Investment Funds Act. 


Tax Incentives for Investments in CSBIFs 


@ Tomaximize investments in small and medium-sized businesses and 
to assist in the capitalization of CSBIFs, LSIFs will be permitted to 
invest in small businesses through CSBIFs: 


— Effective July 1, 1997, LSIFs will be able to set aside capital in a 
segregated account for CSBIFs. Each dollar set aside in an 
account will count as two dollars towards either an LSIF’s small 
business investment requirement or against penalty taxes 
owing. 


—  LSIFs will be allowed to carry forward any unused credit. 
— The incentive will be in effect until December 31, 1998. 


— The capital, including interest, set aside in 1997 must be 
transferred to a CSBIF within six months after the legislation to 
establish CSBIFs receives royal assent. The capital, including 
interest, set aside in 1998 must be transferred to a CSBIF on or 
before December 31, 1998. 
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In addition, qualifying investments made by an LSIF in a CSBIF 
will count dollar-for-dollar against the LSIF’s small business 
investment requirement when the CSBIF reinvests the amount 
of the LSIF’s investment in small businesses. 


If the capital, including interest, is not transferred to a CSBIF, 
the LSIF will be required to invest the capital and any interest 
according to the small business investment requirement within 
the remaining time of the investment period. 


Small Business Investment by Labour Sponsored Investment Funds 


¢ 


To encourage investment in small business, the smal! business 
investment requirement will be increased to 15 per cent for 1997 and 
1998 and to 20 per cent for 1999 and subsequent years: 


For capital raised after May 6, 1997 and before March 2, 1999, 
the small business investment requirement will be increased to 
15 per cent of the capital required to be invested. 


For subsequent investment periods, which commence on the 
61st day of a year and end on the 60th day of the following year, 
the small business investment requirement will be 20 per cent of 
the capital required to be invested. 


Concordance with the Income Tax Act (Canada) 


4 


Certain provisions relating to LSIFs will be amended to harmonize 
with proposed 1997 federal budget changes for labour sponsored 
venture Capital corporations: 


The maximum total investment in an eligible business is 
increased from the current $10 million limit to $15 million. 


For the purposes of the 500-employee limit, part-time 
employees will count as one-half an employee. 


All enquiries regarding Community Small Business 
Investment Funds and Labour Sponsored Investment 
Funds should be directed to: 

Taxation Policy Branch 

Ministry of Finance 

5th Floor, Frost Building South 


7 Queen’s Park Crescent East 

Toronto, Ontario 

M7A 1Y7 
English: 1-888-562-4769 or 1-888-JOB-GROW 
French: 1-888-562-4769 or 1-888-JOB-GROW 
Teletypewriter (TTY): 1-800-263-7776 


C: Details of Revenue Measures * 119 


Revenue Changes: Table C1 
1997 Budget Impact Summary 
($ million) 
1997-98 Full Year 
Income Tax Act 
PIT Cut (625) (4,815)* 
Fair Share Health Care Levy She 260* 
Subtotal (590) (4,555)* 
Enriched Ontario Tax Reduction for (15) (25)* 
Families 
Child Care Tax Credit (40) (40) 
Small Business Development Corporations 
Act 
Wind-up of Program (5) (10) 
Retail Sales Tax Act 
Extended Rebate for Farmers (10) (14) 
Computer Programs 50 }8) 
Exemption for R&D Equipment for (4) (5) 
Manufacturers 
Exemption for Non-Profit Medical R&D (4) (5) 
Equipment 


Land Transfer Tax Act 


First-Time New Home Buyers Refund (16) (20) 
Higher Non-Resident Rate Eliminated (3) (3) 
Corporations Tax Act 

Ontario Business-Research Institute Tax (25) (30) 
Credit 

Eliminating 5% Tax on Technology (5) (30) 
Transfers 

Ontario New Technology Tax Incentive (5) (10) 


* Reflects full implementation. 


Note: 1997 Budget continues phase-in of Employer Health Tax exemption and elimination of 
self-employed health tax announced in the 1996 Budget 
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1997-98 Full Year 
Ontario Computer Animation and Special (7) (10) 
Effects Tax Credit 
Enrichment to Film and Television Tax (5) (7) 
Credit 
Improvements to Co-operative Education (2) (10) 
Tax Credit * 
Ontario Graduate Transitions Tax Credit * (35) (40) 
Ontario Book Publishing Tax Credit (2) (3) 
Capital Tax Deduction for R&D (1) (1) 
Expenditures 
Capital Tax Harmonization for Financial 40 40 
Institutions 
Temporary Capital Tax Surcharge on 10 20 
Large Financial Institutions 
Improvements to Small Business (40) (60) 
Investment Tax Credit 
Amendments to the Investment Allowance 0 1 
Concordance with the Income Tax Act 0 (1) 
(Canada) 
Making the Tax System Fairer 58 14 
Other Changes 
Vehicle Registration Fees 0 0 
Total Revenue Changes (656) (4,612) 


* Includes credits claimed by unincorporated businesses. 
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Introduction 


For the second year in a row, the Province has exceeded the deficit targets 
outlined in the Balanced Budget Plan. In the 1997-98 fiscal year, the provincial 
deficit will be reduced to $6.6 billion, a decrease of over 40 per cent from the 
$11.3 billion potential deficit outlook facing Ontarians in June 1995. 


The Province’s financing operations continue to benefit from the Government’s 
Balanced Budget Plan. Declining deficits and lower market rates overall, 
coupled with narrower interest rate premiums on Ontario bonds and efficient 
financing operations, have resulted in lower-than-anticipated debt costs. 
Together, these factors contributed to savings of $286 million in Public Debt 
Interest (PDI) charges from estimates forecast in the 1996 Ontario Budget. 


Borrowing Shifting to Refinancing 
Deficit and Maturities (1997-98 to 2000-01) 


Deficit _ Maturities 


; / 
97-98 98-99 99-00 00-01 97-98 98-99 99-00 00-01 


By 1998-99, borrowing to refinance maturing debt ($6.6 billion) will be higher 
than borrowing to finance the deficit ($4.8 billion). As annual deficits fall to zero, 
the focus of the Province’s financing operations will shift toward refinancing 
existing debt which is maturing. By 2000-01, the Province will be in a position to 
begin paying down its accumulated debt. 
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Financing Operations Overview 


Financing operations encompass the following activities. 


® Borrowing and Corporate Finance 
Funds are borrowed by issuing fixed income securities in the public capital 
markets domestically and internationally. The primary goal of this activity 
is to meet the Province’s financial requirements cost-effectively. Pooled 
funding or alternative financing arrangements reduce financing 
requirements and/or costs. 


Sd Public Debt Management 
Public debt is actively managed within a framework of strict risk 
management policies. Goals are to secure cost-effective and stable 
funding while maintaining a prudent debt profile. Another important 
aspect of this activity is developing a reliable annual PDI forecast. 


® Cash Management 
Cash management includes control of cash flows and banking 
relationships. 


Financing Operations Overview 
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The Ontario Financing Authority carries out these activities for the Province and 
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The Ontario Financing Authority carries out these activities for the Province and 
its various Crown corporations and agencies. In addition, it coordinates 
borrowing strategy with Ontario Hydro to ensure orderly access to domestic and 
international capital markets. 


In performing these activities, the Ontario Financing Authority: 


® 


® 
5 
5 


develops markets for Ontario debt at home and internationally; 
actively manages capital market risks; 
optimizes the use of the Provincial guarantee; and 


sets the framework for cash management practices. 
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Financing Operations Benefit from Strong Fundamentals 


Ontario’s Financing 1996-97 Actual Budget Interim 
($ Billions) 1995-96 1996-97 1996-97 
Deficit 8.8 8.2 (es 
Cash Timing Adjustments (2.0) 0.1 (1.9) 
Net Cash Requirements 6.8 8.3 5.6 
Maturities on 6.1 6.4 
Borrowing on Behalf of Agencies (0.1) 0.5 0.3 
Total Financing Requirements 8.8 14.9 12.3 
Financed by 
Decrease/(Increase) in Liquid Reserves (3.3) 4.7 5.6 
Other Sources 0.1 0.2 0.2 
Public Borrowing 12.0 10.0 6.5 
Total 8.8 14.9 12.3 


Net cash requirements and maturities are the key determinants of borrowing requirements. 
The net cash requirements are the difference between revenues recognized when cash is 
received and expenses recognized when cash is disbursed. The deficit is determined on 
an accrual basis and reports the gap between revenues and expenses attributed to the 
reporting period. 


At the beginning of 1996-97, the Province’s public borrowing requirements were 
estimated at $10 billion. By year-end, however, public borrowing requirements 
had fallen to $6.5 billion, primarily as a result of: 


o 


5 
o 
Sd 


increased revenues; 
an additional reduction in liquid reserves; 
lower expenditures, including interest charges on public debt; and 


effective debt management activities. 
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Canada-U.S. Spreads Lowest in Four Decades 


The improvement in Ontario’s and Canada’s fiscal situation has increased 
investors’ receptiveness to Ontario’s debt issues. This, coupled with overall 
favourable market conditions, has allowed the Province to borrow at the lowest 
rates since its re-entry into the public capital markets in 1991. 


® Unparalleled in recent history, Canadian 10-year bond rates have edged 
below the comparable U.S. Treasury benchmark and have held this 
ground (on a generally sustained basis) since February 1997. 


Canadian 10-Yr Bond Rates Lower than U.S. 


Basis Points Basis Points 
200 50 


-25 
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& In relation to its Government of Canada benchmark, Ontario 10-year bond 
rates were lower throughout 1996-97 than in 1990-91, when Ontario held 
a AAA credit rating. On average, Ontario’s spreads were 22.5 basis 
points above Canada’s in 1996-97 versus a 57 basis points differential 
in 1990-91. 
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Financing Activities 


In 1996-97, the Ontario Financing Authority borrowed $7.2 billion in domestic 
and foreign capital markets. $6.5 billion of this amount settled in 1996-97 and is 
reported in the Appendix to this paper. The remaining $0.7 billion ($0.6 billion of 
which was in the Canadian dollar market) settled in early 1997-98. 


Domestic Financing Activities 


The Canadian dollar market remained Ontario’s primary source of funds, 
accounting for more than half of total borrowing transacted during the year 
($4.2 billion of $7.2 billion). The following were the key features of the 1996-97 
borrowing program: 


@ The second Ontario Savings Bond campaign was very successful, raising 
over $1 billion. 


¢ A key feature of the Province’s domestic market activity was the use of 
Canadian Medium Term Notes (CMTNs) targeted to specific retail and 
institutional investors. 


Sd Some maturing debt had interest rates as high as 16.9%. This debt was 
refinanced with long-term Canadian rates as low as 7.5%. 


Source of Ontario's Borrowing 
Total Public Borrowing of $7.2 Billion in Fiscal 1996-97 ' 


ONTARIO 


coe BONDS & MTNs 
$2.7 BILLION 


1 Includes $0.7 billion transacted in 1996-97 and settled in 1997-98 As at March 31, 1997 
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Foreign Financing Activities 


Internationally, Ontario borrowed in the following currency markets: US$, 
Australian$, New Zealand$, French Franc, Norwegian Kroner, Japanese yen. 


To broaden Ontario’s investor base, the Ontario Financing Authority diversified 
its use of financing instruments. 


® The Province issued its first samurai bonds'. The three samurai issues 
launched during the fiscal year comprised almost $0.9 billion of the over 
$2 billion raised from Japanese investors in 1996-97. 


5 Ontario’s first offer of a FF3 billion ($0.8 billion) issue was well received in 
the Euro-French Franc bond market. 


Responding to investor demand, the Province doubled the authorized size of the 
European Medium Term Note (EMTN) program from $3 billion to $6 billion. 
Currently, Ontario has $3.4 billion outstanding under this program. 


' “Samurais” are bonds issued into the Japanese domestic market by non-Japanese entities. 
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1997-98 Borrowing Requirements 


For 1997-98, the Province’s total financing requirements stand at $15.2 billion, of 
which planned long-term borrowing is $9.9 billion. The balance will be made up 
from a decrease in liquid reserves, short-term borrowing, and $0.7 billion in 
borrowing transacted in 1996-97. 


Ontario’s Financing ($ Billions) 1997-98 Budget 
Deficit 6.6 
Cash Timing Adjustments 2.6 
Net Cash Requirements 9.2 
Maturities 5.4 
Borrowing on Behalf of Agencies 0.6 

Total Financing Requirements 15.2 

Financed by 
Decrease in Liquid Reserves 3.0 
Other Sources 0.1 
Financing Already Completed in 1997-98 0.7 
Increase in Short-Term Borrowing 15 
Planned Long-Term Borrowing 9:9 

Total 15.2 


Net cash requirements and maturities are the key determinants of 
borrowing requirements. The net cash requirements are the difference 
between revenues recognized when cash is received and expenses 
recognized when cash is disbursed. The deficit is determined on an 
accrual basis and reports the gap between revenues and expenses 
attributed to the reporting period. 


Capital Markets Outlook 


U.S. short-term interest rates are projected to increase, in comparison to 
1996-97, as the U.S. Federal Reserve Bank attempts to slow the American 
economy. This would place upward pressure on Canadian interest rates*. Asa 
result, interest charges on planned short- and long-term borrowing may increase 
this year despite continued positive fiscal fundamentals. 


? Interest rate assumptions are set out in Budget Paper A. 
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Capital Markets Strategy 


As opportunities arise, Ontario will issue bonds and Canadian Medium Term 
Notes in the domestic market, which continues to represent the Province’s most 
important source of funds. 


® A third offering of Ontario Savings Bonds is planned for May and June. 


The Ontario Financing Authority will continue to monitor international markets for 
cost-effective borrowing opportunities. 


& The Province expects to return to the global C$ and US$ markets in the 
coming year. Denominated in a selected currency, a global bond is a debt 
offering simultaneously issued in multiple international financial markets. 


o The Japanese market remains an important source of cost-effective 
borrowing. 
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Provincial Purpose Debt Stock — Growth in Debt Slows 


Total provincial purpose debt, including accounting changes affecting the 
Toronto Area Transit Operating Authority and the Ontario Housing Corporation, 
stood at $102 billion on March 31, 1997, or about a billion dollars lower than 
forecast in the 1996 Ontario Budget. Without these accounting changes, total 
debt would have stood at $99 billion, or almost $4 billion less than originally 
forecast. This reflects lower 1996-97 borrowing requirements. 


Projected Debt Accounting changes affecting 


the Toronto Area Transit 
Operating Authority and the 
$ Billions Ontario Housing Corporation 
added $3 billion to total debt. 
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Prudent Debt Management 


Prudent debt management is vital to the Government’s overall debt reduction 
efforts. Several key principles guide this activity. These include: managing debt 
with a view toward ensuring cost effectiveness and stability; maintaining a 
smooth debt profile (primarily denominated in Canadian dollars) through term 
selection and other means; and safeguarding Ontario’s credit rating. 
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Prudent Management of the Public Debt Interest (PDI) Forecast 


If PDI is not forecast accurately, other Government programs may be put at risk 
during the year. Consequently, PDI budgets are prepared to minimize this 
possibility by: 


® 


o 


using prudent forecasts of interest rates which should prevent an over- 
budget expenditure even if rates rise moderately; and 


taking careful account of all forecast cash needs of the Province beyond 
that of the deficit. 


Cost-Effective and Sound Financing 


PDI savings are achieved through the following successful actions in Ontario’s 
borrowing program: 


5 


® 
S 
® 


timing issues to take advantage of lower interest rates; 
realizing savings from increasing financing at short-term rates; 
capturing savings from foreign exchange differentials; 


strategic use of international markets when savings opportunities 
presented. 


Risk Management Framework 


There are several risks inherent to any financing transaction. The major ones 
are foreign exchange and interest rate risk. Consequently, in all of its activities, 
the Ontario Financing Authority is bound by policies which impose strict limits on 
the type and amount of risk exposure it may assume. The purpose of these 
policies is to mitigate potential negative impacts associated with interest rate or 
foreign currency fluctuations and credit losses. 
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The key elements of Ontario’s risk management policy framework are shown 
below: 


Policy Framework Status on March 31, 1997 


Interest Rate Exposure 

The maximum limit on floating rate debt | Less than 5%. 
(net of liquid reserves) is 20% of total 

debt outstanding. 

Foreign Currency Exposure 

Unhedged debt in foreign currencies is | Less than 1%. 
not to exceed 5% of total debt 

outstanding. 


Counterparty Risk 


To mitigate interest rate and foreign Hedge’ portfolio, notional value, $90.2 
currency exposure, the Province enters | billion. 
into legal contracts with counterparties. 


Ontario only enters into arrangements 
with counterparties rated double “A” or 
higher. 


Debt Profile 


While the majority of the Province’s debt ($66.3 billion) is denominated in C$, the 
Province has issued debt in 10 other currencies. At March 31, 1997, all but $0.8 
billion of debt issued by the Province in other currencies had been effectively 
converted to Canadian dollar debt through prudent financial contract 
arrangements with counterparties’. 


Another way in which we manage the debt portfolio prudently is through term 
selection. The duration of new issues is selected to smooth future borrowing 
requirements. 


SA hedge is a financial instrument or contract used to offset risks. For example, where the 
Province had issued a US$ global bond, financial contracts would be used to convert foreign currency 
cash flows into C$ denominated cash flows. 

* Under this arrangement, known as a “Swap agreement,” the parties agree to take responsibility 
for a financial obligation incurred by the other. Status of exposure to and credit rating of counterparties is 
monitored daily. 
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Safeguarding Ontario’s Credit Rating 


Prudent debt management contributes fundamentally to the strength of Ontario’s 
credit. Equally important is the ongoing coordination between the Ontario 
Financing Authority and Ontario Hydro. By coordinating borrowing strategy, 
orderly access to capital markets is maintained among issuers relying on the 
province’s credit strength. 
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Move to Centralize Financial Activities Pays Dividends 


Last year, the Province centralized certain financial activities at the Ontario 
Financing Authority. This move was taken to reduce duplication, achieve 
efficiencies and lower overall borrowing costs. As a result of this initiative, 
opportunities to generate potential annual savings of some $7 million were 
identified. 


Ce aa Male 
i a 


Tender for Fiscal Agents and Custodial 
Services 


Development of Pooled Fund Structure 


Implementation of Pooled Fund 
Structure° 


v 
Cash Flow Optimization Project er eae 
) | 


This year, the Province will look at ways to improve the timeliness of its cash 
flows, including tax remittances and flows to transfer payment partners. Another 
area of operations to be reviewed is the expanded use of debit cards and 
electronic banking technology. As new efficiencies ease cash balance 
requirements, liquid reserve levels may be lowered, leading to lower Public Debt 
Interest charges. 


aN pooled fund structure delivers economies of scale achieving gains associated with timing, 
liquidity and market access. It represents another way in which use of provincial credit is optimized. 
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Appendix I: Financial Tables 


INTRODUCTION 
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Chart 1: Public vs Non-Public Debt 

Chart 2: Debt Outstanding by Currency of Issue 
FINANCIAL TABLES 
Series |: 

Table 1(A): Summary of Provincial Purpose Debt 

Table 1(B): Ontario’s Debt Maturity Schedule 

Table 1(C): Description of Derivative Financial Instruments 
Series II: 


Schedule of Outstanding Debt Incurred by the Province of Ontario 
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introduction 


The appendix provides in-depth information on the Province’s debt portfolio. 


Chart 1 displays the distribution of Provincial debt between public and non-public 
markets as of March 31, 1997. Prior to 1991, the Province mainly financed its 
borrowing requirements in non-public markets from public sector pension funds 
and the Canada Pension Plan. In 1991, the Province re-entered public capital 
markets after the partial deregulation of public sector pension funds in Ontario. 
As non-public debt matures, it will be refinanced from the public capital markets. 
Over the last year, the Ontario Financing Authority has replaced maturing debt, 
borrowed at interest rates as high as 16.9 per cent, with long-term debt at 
interest rates as low as 7.5 per cent. 


The second chart shows debt outstanding by currency. With about $102 billion 
in total debt outstanding, the Canadian dollar remains the Province’s core market 
($66.3 billion), followed by the U.S. dollar ($23.5 billion), and the Japanese yen 
($4.9 billion). 


Table I(A) is a five-year Summary of the Province’s public and non-public debt 
outstanding. 


Table I(B) presents the maturity schedule for debt issued by the Province. 


Table I(C) summarizes the financial contracts entered into by the Ontario 
Financing Authority as part of its prudent practices in managing the Province’s 
debt. These contracts limit the exposure to interest rate and currency 
fluctuations. 


Series II displays detailed information, such as date of issue and maturity, 
interest rates, original and currently outstanding issue amounts, on each of the 
Province’s public and non-public issues. 
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Chart 1 


Public vs Non-Public Debt 


Non-Public 
34 % 


Public Debt 
66 % 


As at March 31, 1997 


Chart 2 


Debt Outstanding by Currency of Issue 


As at March 31, 1997 


FINANCIAL TABLES 


TABLE I(A) 


SUMMARY OF PROVINCIAL PURPOSE DEBT 
As at March 31, 


(in millions) 


ete siren 1993" 19947) | 19957 | 19967 


Incurred by the Province 
Non-Public Debt 


Minister of Finance of Canada: 


$13,732 $13,119 | $12,412 $11,624 
Ot Lote ee eee 14,899 14,648 | 14,584 14,386 
1,164 1,015 742 

ae - 91 


RE pe oes 17293 


cece eee eee 


«, » sialanerer atten see 275 

ssi 5 094, p: 60. 4.0 2,0 Ate eee 6,046 

Ontario Public Service Employees’ Union (OPSEU) 
Pension Fund! iii ide te eet es. © Ate ts eel. Go aera --- 


270 264 258 
3939 3,976 3,884 


1,816 


9: (elle g'e) 0) 18: (0:0) 6 ¢ ie) eer 167 8698) 6 18) 16 


Publicly Held Debt 
Debentores:and. Bonds. same ca eee ee $26,239 $38,225 $49,522 $60,888 
Treastirys Bills Mapes suse cio areca eae ata ae eee ene 2,912 2,884 1,921 1,716 
US: Commercial Paper: ios ee re ee are eee es 46 


5 
js Testi 8 an 0 Hn EY ai i a see ae 
Total Debt Incurred by the Province for Provincial Purposes $66,101 $76,714 | $85,711 $95,598 


Incurred by Government Service Organizations 
Canada Pension Plan 
Canada Mortgage & Housing Corporation 
Collateralized Financing 


Total Debt Incurred by Government Service Organizations for 
Provincial Purposes 


Total Debt Incurred for Provincial Purposes $66,101 $76,714 $85,711 $98,407 


Other 
Province of Ontario Savings Office $ 2,068 $ 2,059 $ 2,089 Sa 2.220 
Other Liabilities 438 666 780 769 
Total Provincial Purpose Debt $68,607 $79,439 | $88,580 $101,396 


Source: Ontario Ministry of Finance 


Canada Pension Planes 7...) 5 =. Ses es eee eee S 133712 $13,105 $12,404 $11,620 
«abate. ES AR LES, Cs OL SE a 20 14 8 4 


Interim 
1997) 


$10,807 
0 


$10,807 


14,049 
721 


$31,490 


$61,962 
2,208 


$64,170 


$95,660 


$2,813 
$98,473 
$ 2,148 
1,000 


3,148 


$101,621 


(1) Figures for fiscal 1992-93 have been prepared on a modified cash basis of accounting and have not been restated to reflect the change to modified accrual and consolidation accountil 
commenced with the fiscal 1993-94 financial statements, as the necessary adjustments are not reasonably determinable. Therefore, comparisons of information from years prior to fiscal 


with fiscals 1993-94, 1994-95, 1995-96 and Interim 1997 may not be meaningful. 
(2) Prepared on the basis of modified accrual and consolidation accounting. See Note (1) above. 
(3) All balances are expressed in Canadian dollars. The balances above reflect the effect of related derivative contracts entered into by the Province. 


(4) Figures for Interim 1997 reflect the change in status of Ontario Housing Corporation (““OHC”) and the Toronto Area Transit Operating Authority (“TATOA”) to Government 
Organizations, which are consolidated on a line-by-line basis . Fiscal 1995-96 figures have been restated to reflect this change. Fiscal 1994-95 and prior years have not been restated an 
OHC and TATOA as Government Enterprises, which are consolidated on the modified equity basis. Therefore, comparisons of information from years prior to fiscal 1995-96 wi 


1995-96 and interim 1996-97 may not be meaningful. 


(5) The original debentures payable to OMERS were replaced effective December 31, 1995, with debentures payable to OMERS and to Colleges of Applied Arts and Technology Pens! 


in the amounts of $741.6 million and $90.9 million, respectively. The terms and conditions remain the same as those of the original debentures. 


(i) 


TABLE [(B) 


ONTARIO’S DEBT MATURITY SCHEDULE 
Interim 1997 


(in millions) 


Canadian 
Dollar- 
Denominated 


Publicly Held | Non-Public United States 
Debt” Debt Dollar- 
Denominated” 


@, (el or nel ie: 1&6 ® 0! e 6] 6 me! 10) 6 
Ce 
re se) a1 's!.e! ce) (el ene) @) ie 6 6) ‘e 
Ce 


©) ©) (6! © re) ie) ;0' © 6: (0) 0) 16 


85 0 
8 


oe 
$64,604 $33,869 $392 $101,613 100.0% 


) Prepared on the basis of modified accrual and consolidation accounting. 


-) All balances are expressed in Canadian dollars. The balances above reflect the effect of related derivative 
contracts entered into by the Province. 


) Translated into Canadian dollar terms at the prevailing exchange rate in effect at the date of the financial 
statements. 


1) This debt is offset by bonds of Ontario Hydro bearing like terms and conditions to the Ontario obligations. 


(ii) 


Table I(C) 
DESCRIPTION OF DERIVATIVE FINANCIAL INSTRUMENTS 


The table below presents a preliminary maturity schedule of the Province’s derivative financial instruments, 
by type, outstanding at March 31, 1997, based on the notional amounts of the contracts. 


The Province has sizeable financing requirements, generally to refinance maturing indebtedness and to fund 
the annual deficit of the Province. To meet these financing requirements in the most cost-effective manner, the 
Province has issued a variety of debt instruments in domestic and international markets. To take advantage of 
favourable interest rates, the Province issues debt instruments that are repayable in numerous currencies other than 
Canadian dollars. The Province uses derivative financial instruments to mitigate exposure to foreign currency and 
interest rate risks. 


DERIVATIVE PORTFOLIO NOTIONAL VALUE 
as at March 31, 1997 


Maturity in Fiscal Year 6-10 oe Interim | 1995-96 
1998 1999 2000 2001 | 2002 | Years 1997 Total 
wae Total 


(in millions) 


Swap: 
Cross Currency : ; : ‘ . : . 46,764 | $39,839 


Interest Rate : : : ? 37,458 32,706 
Forward Foreign Exchange 

Contracts ; 2,538 2 Sis 
Forward Rate Agreements . 925 1,258 
Futures 1,235 1,742 
Options 1322 


eer er ves $13,304 | 5,841 | 10,089 | 10,259 | 8,749 | 40,692 | 1,308 | 90,242 | $78,064 


Definitions: 


Notional Value: represents the volume of outstanding contracts. It does not represent cash flows. 


Swap: a legal arrangement the effect of which is that each of the parties (the counterparties) takes 
responsibility for a financial obligation incurred by the other counterparty. An interest rate swap 
exchanges floating interest payments for fixed interest payments or vice versa. A cross-currency 
swap exchanges principal and interest payments in one currency for cash flows in another 
currency. 


Forward foreign exchange contracts: an agreement between two parties to set exchange rates in advance. 


Forward rate agreement (FRA): an agreement between two parties to set future borrowing lending rates in 
advance. 
Future: a contract that confers an obligation to buy/sell a commodity with a specified price and amount, on 
a future date. 
Option: a contract that confers a right but not the obligation to buy/sell a specific amount of a financial 


instrument at a fixed price, either at a fixed future date or at any time within a fixed future period. 
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It Schedule of Outstanding Debt Incurred by the Province of Ontario 


Interim as at March 31, 1997 


To Minister of Finance of Canada 


Canada Pension Plan Investment Fund: 


Date of Date of Interest Original 
Maturity Issue Series Rate Issue Outstanding References 
% 
Debt Issued for Provincial Purposes 
(A) PAYABLE IN CANADA IN CANADIAN DOLLARS 
NON-PUBLIC DEBT 


Year ending March 31 
1998 1978 CPP 8.77 to 9.37 851,058,000 851,058,000 
1999 1979 CEP. 9.35 to 10.16 915,916,000 915,916,000 
2000 1980 CPP. 9.98 to 12.74 987,943,000 987,943,000 
2001 1981 CPP. 12.50 to 13.39 537,872,000 537,872,000 
2002 1982 CPP 13.66 to 16.10 768,736,000 768,736,000 
2003 1983 CPP 12.01 to 16.53 1,235,751,000 1,235,751,000 
2004 1984 GPP 10.92 to 12.14 1,200,847,000 1,200,847,000 
2005 1985 CPP 12.08 to 14.06 1,133,182,000 1,133,182,000 
2006 1986 CPP 10.58 to 12.57 1,213,502,000 1,213,502,000 
2007 1987 CPP 9.36 to 10.17 232,269,000 232,269,000 
2008 1988 CPP 10.79 42,300,000 42,300,000 
2012 1992 CPP 9.81 to 10.04 987,249,000 987,249,000 
2013 1993 CPP 9.17 to 9.45 700,137,000 700,137,000 
10,806,762,000 - 
The Municipal Works Assistance Act: 
Year ending March 31 
1998-1999 1966-1969 MW 3:29 t0,'5:625 3,887,397 51,082 (1) (8) 


51,082 


Total to Minister of Finance of Canada l 0,806,8 1 3,082 


(iv) 


II Schedule of Outstanding Debt Incurred by the Province of Ontario — Continued 


(v) 


Date of Date of Interest Original 
Maturity Issue Series Rate Issue Outstanding References 
% 

To Ontario Teachers' Pension Fund: 
1998 1973-1991 qT] 7.86 to 14.57 226,553,824 226,553,824 
1999 1979-199] TI Jotort2773 609,888,869 609,888,869 
2000 1975-1991 TI 8.39 to 13.13 960,288,107 960,288,107 
2001 1981-1991 TT 11.05 to 11.10 717,238,319 717;238,319 
2002 1977-1991 TI 9.54 to 10.11 492,524,321 492,524,321 
2003 1978-1991 ‘it 9.82 to 10.53 655,570,855 655,570,855 
2004 1982-1984 jy 12.88 to 13.34 900,000,000 900,000,000 
2005 1984-199] TI 12.60 to 13.27 821,000,000 821,000,000 
2006 1985-1991 TI 11.07 to 14.40 1,070,000,000 1,070,000,000 
2007 1985-1991 TI 10.26 to 13.01 1,185,000,000 1,185,000,000 
2008 1983-1991 TI 10.15 to 15.38 1,945,000,000 1,945,000,000 
2009 1986-1991 Tt 10.98 to 11.50 1,465,000,000 1,465,000,000 
2010 1986-1991 TI 10.22 to 11.24 1,236,000,000 1,236,000,000 
2011 1987 TT 10.11 to 10.32 560,000,000 560,000,000 
2012 1988-1991 TI 10.68 to 11.24 580,000,000 580,000,000 
2013 1989-1991 TI 11.06 to 11.31 625,000,000 625,000,000 

14,049,064,295 (1) 

To Ontario Municipal Employees Retirement Fund: 
1998 1996 MER 6.30 24,779,292 24,779,292 
1999 1996 MER 2) 31,251,467 31,251,467 
2000 1996 MER 8.19 43,849,567 43,849,567 
2001 1996 MER 9.10 52,494,948 52,494,948 
2002 1996 MER 7.85 67,500,000 67,500,000 
2003 1996 MER 8.02 to 10.28 235,259,824 235,259,824 
2004 1996 MER 9.45 163,695,000 163,695,000 
2007 1996 MER OS) 102,675,000 102,675,000 

721,505,098 (1)(38) 
To Colleges of Applied Arts & Technology Pension Plan: 
Year ending March 31 
1998 1996 CAAT 6.300 120,708 120,708 
1999 1996 CAAT 7.210 1,848,533 1,848,533 
2000 1996 CAAT 8.190 2,850,433 2,850,433 
2001 1996 CAAT 9.100 5,105,052 3,105,052 
2002 1996 CAAT 7.850 7,500,000 7,500,000 
2003 1996 CAAT 8.020 to 10.280 30,540,176 30,540,176 
2004 1996 CAAT 9.450 24,255,000 24,255,000 
2007 1996 CAAT 9.770 18,625,000 18,625,000 
90,844,902 (1) G8) 
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(vi) 


251,297,819 


Date of Date of Interest Original 
Maturity Issue Series Rate Issue Outstanding References 
% 
To Ryerson Retirement Pension Plan: 
Year ending March 31 
1998 1995 RRPF 251 195,055 195,055 
1999 1995 RRPF 10.07 455,954 455,954 
2000 1995 RRPF 11.53 494,883 494,883 
2001 1995 RRPF 13.40 586,257 5865257 
2002 1995 RRPF 16.95 732,095 32,095 
2003 N95 RRPF 14.65 926,036 926,036 
2004 1995 RRPF 12.78 1,081,061 1,081,061 
2005 1995 RRPF 13:33 13229'597 229/507 
2006 1995 RRPF 11.16 1,464,199 1,464,199 
2007 1995 RRPF 9.64 1,618,485 1,618,485 
8,783,622 (1) 
To Canada Mortgage and Housing Corporation: 
Year ending March 31 
1998-2003 1971to1978 ©=CMHC 5.3/5 688,415 238,340 
1998-2004 1974 to 1975 CMHCAs 9/1275 10 21.815 1,296,489 563,058 
1998-2005 1971 to 1975 CMHC 5.125to 8.625 2,754,646 1,330,466 
1998-2006 1973to1976 CMHC = 5.125 to 10.375 2,200,837 1,334,644 
1998-2007 1974 to 1977 CMHC... 5.373 to 10.375 6,049,712 3,999 75 
1998-2010 1970 to 1975 CMHC 5.75 to 6.875 4,312,601 2,929,580) 
NOOS-20)e, 197 10 1976, “CMHC. 5375 to 48.25 5,876,136 4,065,320 
1998-2012 1972 CMHC 6.875 to 8.25 7,281,714 5,133,998 
1998-2013 1973 CMHC. . 7.25't0'.8:25 13252,053 925,267 
1998-2014 1974 CMHC 6.125to 8.25 19,734,125 14,763,195 
1998-2015 197) CMHC, 7:50°10:10:375 11,488,523 8,948,832 
1998-2016 1976 CMHC — 5.375 to 10.75 DO oa be 18,549,806 
1998-2017 1977 CMHC 7.625 to 10.75 15,797,368 13,429,843 
1998-2018  1977to1978 © CMHC 7.625 to 13.00 38,133,507. 33,669,518 
1998-2019 1977to1980 CMHC 7.625 to 15.25 41,958,001 37h 4 315 
1998-2020 1978to1980 CMHC _ 7.625 to 15.75 65,976,661 59,987,360 
1998-2021 1981 CMHC 9.50 to 15.75 30,946,135 28,541,408 
1998-2022 1982 GCMHG. 9.756 to, 15475 1,177,064 1,110,324 
236,827,049 (7) 
Canada Mortgage and Housing Corporation (CMHC) Section 40 Debt: 
1998-2002 1982 CMHC 7.099 36,967,243 14,470,770 (7) 
(2) 
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Date of Date of Interest Original 
Maturity Issue Series Rate Issue Outstanding References 
% 
To Public Service Pension Fund: 
Year ending March 31 
1998 1995 OPB 6.00 to 9.34 87,609,022 43,804,511 
1999 oS OPB 8.06 to 14.7] 91,422,347 91,422,347 
2000 19> OPB 8.39 to 10.17 63,392,463 63,392,463 
2001 1995 OPB 10.04 to 11.61 76,021,114 76,021,114 
2002 1995 OPB 10.10 to 13.48 102,297,560 102,297,560 
2003 1995 OPB 9.81 to 17.11 129,210,911 129°5210,912 
2004 1995 OPB 9.50 to 14.81 135,216,734 135,216,734 
2005 1995 OPB 9.82 to 12.89 161,250,034 161,250,034 
2006 1995 OPB 11.05 to 13.48 173,091,180 173,091,180 
2007 1995 OPB 11.16 to 13.47 189,729,593 189,729,593 
2008 £995 OPB 15.38 to 15.51 219,477,038 219,477,038 
2009 1995 OPB 12.79 to 12.89 265,862,487 265,862,487 
2010 ek OPB 12.88 to 13.02 275,065,772 275,065,772 
2011 1995 OPB 13.33 to 13.48 284,438,456 284,438,456 
2012 1995 OPB 1155 toTh.67 337,944,621 337,944,621 
2013 1995 OPB 10.38 to 10.40 376,390,480 376,390,480 
2014 1995 OPB HLIO tow 119 411,767,291 411,767,291 
2015 1995 OPB HAld to.131 453,239,493 453,239,493 
3,789,622,086 (1)(23) 
To Public Service Employees' Union Pension Fund: 
Year ending March 31 
1998 Too) OFF 6.00 to 9.34 40,963,068 20,481,534 
1999. 1995 OPPT 8.06 to 14.71 42,746,052 42,746,052 
2000 1995 OPPT 8.39 to 10.17 29,640,210 29,640,209 
2001 1O95 OPPT 10.04 to 11.61 35,544,947 35,544,947 
2002 1995 OPPT 10.10 to 13.48 47,830,940 47,830,940 
2003 19> OPPT S.8hto lil 60,414,729 60,414,729 
2004 1995 OPA) 9.50 to 14.81 63,222,852 63,222,852 
2005 1995 OPPT 9.82 to 12.89 75,395,158 715,395,158 
2006 1995 OPPT 11.05 to 13.48 80,931,685 80,931,685 
2007 1995 OPPT 11.16 to 13.47 88,711,254 88,711,254 
2008 1995 OPPT 15.38 to 15.51 102,620,170 102,620,170 
2009 1995 OPPT 12.79 to 12.89 124,308,466 124,308,466 
2010 1995 OPPT 12.88 to 13.02 128,611,616 128,611,616 
2011 1995 OPPT 13.33 to 13.48 137,993,972 132.993.9702 
2012 1995 OPPT 11.55 to.11.67 158,011,676 158,011,676 
2013 1995 OPPT 10.38 to 10.40 175,987,683 175,987,683 
2014 1995 OPES: LO to Lieto 192,528,704 192,528,704 
2015 1995 OPPT LETS to ext ZVESIS 728 ZIT STS 28 
L771,901375 (1)(23) 


TOTAL. NON-PUBLIG; DEBT to ote es erties ei tee ne 31,489,832,279 
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Date of Date of Interest Original 
Maturity Issue Series Rate Issue Outstanding References 
% 
(A) PAYABLE IN CANADA IN CANADIAN DOLLARS 
PUBLICLY HELD DEBT 
Apr.) 11651997 Nov. 19, 1991 GZ 8.75 1,500,000,000 1,500,000,000 (1) 
Aug. 27, 1998 Aug. 27, 1991 GU 10.20 500,000,000 500,000,000 (1) 
Jan. 10,2001 Jan. 10,1991 GH 10.875 1,050,000,000 1,050,000,000 © (1) 
Dec.412-2001 Aug. 12, 1991 GS 10.50 600,000,000 600,000,000 (1) 
Feb. 4, 2002 Feb. 4, 1997 KP 6.05 125,000,000 125,000,000 (1) (47) 
Mar. 11, 2003 Mar. 11, 1993 HK 8.00 1,500,000,000 1,500,000,000 (1) 
Apr. 22, 2003 Dec. 29, 1992 HG 8.75 750,000,000 750,000,000 (1) 
Dec. 8, 2003 July 20, 1993 HM tens 1,250,000,000 1,250,000,000 (1) 
Sept. 15, 2004 June™ 21, 1994 HU 9.00 1,450,000,000 1,450,000,000 (1) 
Octi 21242005 Oct... 12; 1995 JR 8.95 65,000,000 65,000,000 (45) 
Och 27,2005 Oct, 2751995 JS 9.00 55,000,000 55,000,000 (44) 
Deem 152005 Sept. 13, 1995 JP 8.25 1,000,000,000 1,000,000,000 (1) 
Jan. 19, 2006 Jan. 19, 1996 JV 7.50 1,250,000,000 1,250,000,000 (1) 
Feb. 20, 2006 Feb. 20, 1996 JZ 0.00-17.25 107,000,000 107,000,000 (40) (1) 
July 24, 2006 July 24, 1996 KE Ths 600,000,000 600,000,000 (1) 
Jan. 12,2007 Janel 2aLoos JF 9.50 200,000,000 200,000,000 (21) (1) 
Oct. 17, 2008 Oct. 17, 1996 KH 6.75-9.375 65,000,000 65,000,000 (3) 
Feb. 18,2013 Feb. 18, 1993 HJ 9.24 250,000,000 250,000,000 (1) 
July 13,2022 dulyaelS. 1997 HC 9.50 1,850,000,000 1,850,000,000 (1) 
Sept. 8, 2023 Sept. 8, 1993 HP 8.10 1,350,000,000 1,350,000,000 (1) 
Feb. 7, 2024 Feb. 7, 1994 HS 7.50 1,250,000,000 1,250,000,000 (1) 
June 2, 2025 Dec. 20, 1994 JE 9.50 500,000,000 500,000,000 (1) 
Dec, 2.2025 Octo) S71995 JQ 8.50 1,000,000,000 1,000,000,000 (1) 
Feb.) 652026 Feb. 6, 1996 ay: 8.00 50,000,000 50,000,000 (1) 
June 2, 2026 Dec. 21,1995 JU 8.00 1,000,000,000 1,000,000,000 (1) 
Dec tz 42026 Deon 2s 1996 KL 4.35-7.04 162,000,000 162,000,000 (48) 
Dec. 2, 2026 Feb. 13, 1997 KR 8.00 75,000,000 75,000,000 (49) 
Feb: — 3,.2027 Bebo 309d KM 7.50 150,000,000 150,000,000 (50) 
Feb. 3, 2027 Feb. 21, 1997 KS 6.95 100,000,000 100,000,000 (51) 
june 2x202) Oct. 7,.1996 KJ 7.60 500,000,000 $00,000,000 (1) 
Jan. 13,2031 Sept. 8, 1995 JN 9.50 125,000,000 125,000,000 (1) 
Nov. 3, 2034 Nov. 3, 1994 HY 9.75 280,000,000 280,000,000 (1) 
Jan. 10, 1995 to 
Jan. 10,2035 Nov. 30, 1994 HZ 9.4688 189,616,626 153,840,130 (24) 
"Nov. 30, 1994 JA 9.4688 24,766,559 24,766,559 (24) 
* Nov. 30, 1994 JB 9.4688 8,482,324 8,482,324 (24) 
. Nov. 30, 1994 JC 9.4688 4,764,354 4,764,354 (24) 
4 Nov. 30, 1994 JD 9.4688 3,171,134 3,171,134 (24) 
Feb. , 3, 2035 Feb. 8, 1995 JJ 9.875 73,000,000 73,000,000 (19) 
June 20,2036 June 20, 1996 KC 8.250 88,000,000 88,000,000 (1) 
June 20,2036 July 17, 1996 KC 8.250 123,000,000 123,000,000 (1) 
June 20,2038 Sept. 16.1996 KG 8.100 120,000,000 120,000,000 (1) 
Jan. 10,2045 May 25, 1995 ANG 8.39 35,531,176 35,531,176 (41) (1) 
Mar. 1,2045 Mar. 1, 1995 JK 9.500 150,000,000 150,000,000 (20) 
21,493,555,677 
CREA CRORES ra RE BUS oo avis Male wa hoi BAe ors Cex w/ne Hane ee 2,207,944,000 


II Schedule of Outstanding Debt Incurred by the Province of Ontario — Continued 


TOTAL PAYABLE IN CANADA IN CANADIAN DOLLARS 


Apr. 19, 1998 
July 15, 1998 
July . 221999 
Apr. 5, 2001 
Oct. 29, 2001 
Sept. 27, 2005 
July 13,2034 


(B) PAYABLE IN EUROPE IN CANADIAN DOLLARS 


Apt. 19,1991 
July. 15519911 
July 22, 1996 
Keb: 2251996 
Oct. «2941991 
Sept. 27; 1993 
July 13, 1994 


GP 
GR 
EMTNO20 
JW 
GX 
HQ 
EMTNOOS 


10.25 
10.625 
6.25 
6.23 
975 
We25 
9.40 


TOTAL PAYABLE IN EUROPE IN CANADIAN DOLLARS 
LESS: REPURCHASED BY THE PROVINCE 


Apr. 19, 1998 


Apr. 19, 1991 


GP 


10.25 


NET PAYABLE IN EUROPE IN CANADIAN DOLLARS 


Oct. dt 1997 
Aug. 17, 1999 
Jan. W275, 2003 
June 22,2004 
April 24, 2005 
May 1, 2005 
May 9, 2005 
May 16, 2005 
Aug. 4, 2005 


TOTAL PAYABLE IN CANADA IN U.S. DOLLARS 


500,000,000 
500,000,000 

100,000,000 
510,125,000 
750,000,000 
500,000,000 
300,000,000 


37,000,000 


(C) PAYABLE IN CANADA IN U.S. DOLLARS 


Oct-e: 151992 
Feb. 17, 1994 
Jan. 27, 1993 
June 22, 1994 
April 24, 1995 
May 1, 1995 
Maya 921995 
May 16, 1995 
Aug. 4, 1995 


HE 
Fy 
HH 
HV 
DMTNO1 
DMTNO2 
DMTNO3 
DMTN04 
JM 


5.70 
Floating 
7.375 
7.625 
Floating 
Floating 
Floating 
Floating 
7.00 


2,000,000,000 
2,000,000,000 
3,000,000,000 
1,000,000,000 
100,000,000 
100,000,000 
100,000,000 
100,000,000 
1,000,000,000 


CANADIAN DOLLAR EQUIVALENT EXCHANGE RATE OF $1.31748 .... 


June 28, 2000 
Oct. 17,2001 
June 4, 2002 
Feb 21,2006 


(D) PAYABLE IN THE UNITED STATES IN U.S. DOLLARS 


June 28, 1993 
Oct) 17991 
June 4,1992 
Feb. 21, 1996 


HL 
GY, 
HB 
KA 


6.125 
8.00 
LEIS 
6.00 


TOTAL PAYABLE IN UNITED STATES IN U.S. DOLLARS 
CANADIAN DOLLAR EQUIVALENT 


EXCHANGE RATE OF $1.27612 


2,000,000,000 

750,000,000 
2,000,000,000 
1,500,000,000 


n\ (one) 6) ip he! Leva) eprah tafe) toMiohge: i's) (el) p) si ie: 6 0) tah mle Foe a fed ey oe 


(E) COMMERCIAL PAPER IN U.S. DOLLARS 


(ix) 


2,468,684, 100 


26,170,183,777 


500,000,000 
500,000,000 
100,000,000 
510,125,000 
750,000,000 
500,000,000 


300,000,000 


3,160,125,000 


(37,000,000) 


3,123,125,000 


2,000,000,000 
2,000,000,000 
3,000,000,000 
1,000,000,000 
100,000,000 
100,000,000 
100,000,000 
100,000,000 


1,000,000,000 
9,400,000,000 
12,384,295,000 


2,000,000,000 
750,000,000 
2,000,000,000 


1,500,000,000 
6,250,000,000 


7,975,753,000 


0 


Date of Interest Original 
Date of Maturity Issue Series Rate Issue Outstanding References 
% 
ONTARIO SAVINGS BONDS 

Mar. _ 1, 2000 Mar. 1, 1995 Annual Floating 789,297,500 750,620,200 (29) 
Mar. 1, 2000 Mar. 1,1995 Compound Floating 817,902,500 752,283,200 (30) 
June 21,2001 June 21, 1996 Annual Step-Up 279,438,300 277,082,100 (61) (62) 
June 2152001 June 21,1996 Compound Step-Up 337,230,000 333,135;100 (61) (62) 
June 21,2001 June 21, 1996 Annual Variable 220,323,600 188,116,300 (61) (63) 
June 21,2001 June 21,1996 Compound Variable 194,594,700 167,447,200 (61) (63) 


(1) 


(42) 


(1) 


(34) 


(35) 
(35) 


(35) 
(35) 


(1) 
(9) 


(1) 
(10) 


II Schedule of Outstanding Debt Incurred by the Province of Ontario — Continued 


Date of Interest Original 
Date of Issue Series Rate Issue 
% 

(F) PAYABLE IN EUROPE IN U.S. DOLLARS 
Aug. 27, 1998 Aug. 27,1993 EMTNOO]1 hy PD) 300,000,000 
Jan...27, 1999 Jan. 227.1992 HA 7.00 1,000,000,000 
Nov. 18,1999 . Nov. 18,1996 EMTNO27 5.875 60,000,000 
Dec: - 17,1999 Dec. 17, 1996 EMTNO30 6.00 ¥5,000,000,000 
Jan. 27,2000 Jan. 30,1997 EMTNO32 5.60 70,000,000 
Nov. 7, 2000 Nov. 7,1995 EMTNO18 5.4) 200,000,000 
Feb. 28, 2001 Feb. 28, 1991 GL 8.50 600,000,000 
Jan. 10, 2002 Jan. 10,1997 EMTNO31 _ Floating 50,000,000 


1 OVA A VABEE AN BP UROPE INSU 357 DOLBARS iio sc ons areebse a cetenenatele a 
CANADIAN DOLLAR EQUIVALENT 
EXCHANGE RATE of $1.19801 


od viicd= Luiie ts, eit tel v's,» os) 's, ojo fp’ apts: eles! a) eee) eimihe! vsikeu s) ' 


(G) PAYABLE IN EUROPE IN POUNDS STERLING 


Sept. 15, 2000 Sept. 15, 1993 HN 6.875 255,000,000 
Feb. 14, 2001 Feb. 14,1991 GK PET25 100,000,000 
July 30, 2002 July 30, 1992 HD o.515 200,000,000 


TOTAE PAY ASCE IN-EUROPE.IN POUNDS STERUING |. 7.5, 20. oe ak ances 
CANADIAN DOLLAR EQUIVALENT 
EXCHANGE RATE Of S21 V2 Beek. ho. hatin sen Cok IAG WE ce Ban he ae 


(H) PAYABLE IN EUROPE IN SWISS FRANCS 
June 29, 2001 Mar. 29, 1996 KB 4.00 250,000,000 
Jan: 2752003 Jans,.27, 1993 HF 6.25 400,000,000 


LOUAL PAY ABLEAN EUROPE INS WISSHRANCS) .... 42.0..0..0 0M ocean 
CANADIAN DOLLAR EQUIVALENT 
EXCHANGE RATE of $1.10691 


(1) PAYABLE IN JAPAN IN JAPANESE YEN 


Jan. 28,2003 Jan. 28,1993 YL 5.50 10,000,000,000 
Mar. 24,2003 Mar. 22,1993 YL 4.80 7,000,000,000 
Aug. 25,2003 Aug. 25, 1993 YL Floating 10,000,000,000 
Sept. 22,2003 Sept. 22, 1993 YL 5.20 10,000,000,000 
July 6,2004 July 6,1994 YL 4.40 10,000,000,000 
July 21,2004 July 21,1994 YL 4.53 10,000,000,000 
July 28,2004 July 27,1994 YL 4.55 7,000,000,000 
Sept. 8,2004 Sept. 7, 1994 YL 471 7,000,000,000 
Oct. 25,2004 Oct. 25,1994 YL 5.00 10,000,000,000 
Dec. 20,2004 Dec. 20,1994 YL 4.80 5,000,000,000 
Aug. 31,2005 Aug. 31,1995 YL 3.10 25,000,000,000 
Mar. 16,2007 Mar. 18,1997 KU 3.10 5,000,000,000 
Mar. 16,2007 Mar. 18,1997 KV 3.25 15,000,000,000 


TOTAL PA YABLE INJAPAN IN JAPANESE YEN foo cite os ceive ee ine 
CANADIAN DOLLAR EQUIVALENT 
EXCHANGE AAT Ola bO OV S04 0F0 2 retinas 2s ae Sectenn cosa ioe tes devs Greate 


Outstandin 


241,800,000 
1,000,000,000 
60,000,000 
44,648,800 
70,000,000 
200,000,000 
600,000,000 
50,000,000 


2,266,448,800 


2,715,218,280 


255,000,000 
100,000,000 


200,000,000 
555,000,000 


1,175,000,000 


250,000,000 
400,000,000 


650,000,000 


719,489,141 


10,000,000,000 
7,000,000,000 
10,000,000,000 
10,000,000,000 
10,000,000,000 
10,000,000,000 
7,000,000,000 
7,000,000,000 
10,000,000,000 
5,000,000,000 
25,000,000,000 
5,000,000,000 


15,000,000,000 
13 1,000,000,000 


1,708,285,919 


References 


(1) G9) 
(1) 
(1) 

(1) (52) 
(1) 
(1) 
(1) 

(1) (53) 


(11) 


(1) 
(12) 


(1) 
(13) 


(1) 
(1) 
(1) (4) 
(1) 
(1) 
(1) 
(22) 
(1) 
(1) 
(1) 
(1) 
(1) 64) 
(1) G5) 


(14) 


II Schedule of Outstanding Debt Incurred by the Province of Ontario — Continued 


Date of Interest Original 
Date of Maturity Issue Series Rate Issue Outstanding References 


Jan. 28, 1999 
May 27, 1999 
Sept. 20, 1999 
Sepiiz 131999 
Nov. 18,1999 
Novan29,199°9 
Jan. 25,2000 
July 5, 2000 
Sept. 19, 1996 
Sept. 26,2000 
June 20,2001 
July 12,2001 
Nov. 10, 2001 
Mar. 15, 2005 
Aug. 29,2006 
Sept. 8, 2015 
Sept. 18, 2015 


TOTAL PAYABLE IN EUROPE IN JAPANESE YEN 


% 


(J) PAYABLE IN EUROPE IN JAPANESE YEN 


Jan. 28, 1994 
May 27, 1994 
Sept. 20, 1994 
Sept. 26, 1994 
Nov. 18,1996 
Nov. 29, 1994 
Jan. 30,1995 
July 5.31996 
Sept. 19, 1996 
Sept. 26,1996 
July 11,1994 
July 12,1994 
Nov. 10, 1994 
Mar. 15, 1995 
Aug. 9, 1996 
sept). 7,1995 
Sept. 18, 1995 


EMTNO02 
EMTNO003 
EMTNO10 
EMTNO11 
EMTN0O28 
EMTNO13 
EMTNO14 
EMTNO19 
EMTNO23 
EMTNO024 
HW 
EMTNO06 
EMTNO12 
EMTNO15 
EMTNO21 
EMTNO16 
EMTNO17 


CANADIAN DOLLAR EQUIVALENT 


EXCHANGE RATE of $0.01466 


Jan. 27,2000 
Feb. 15, 2001 
Jan. 13,2004 


TOTAL PAYABLE IN EUROPE IN DEUTSCHE MARKS 


(K) PAYABLE IN EUROPE IN DEUTSCHE MARKS 


Jani 2751995 
Feb:---15;-1996 
Jan. 13,1994 


JH 
JX 
HR 


Floating 
Floating 
4.24 
4.43 
oS 
4.50 
Floating 
2.05 
Floating 
Floating 
4.40 
3.90 
4.75 
6.00 
4.28 
5.50 
5.65 


Floating 
5.00 
6.25 


CANADIAN DOLLAR EQUIVALENT EXCHANGE 


RATE of $0.89250 


Sept. 27, 2004 


10,000,000,000 
10,000,000,000 
10,000,000,000 
10,000,000,000 
10,000,000,000 
2,000,000,000 
10,000,000,000 
5,000,000,000 
5,000,000,000 
5,000,000,000 
100,000,000,000 
5,000,000,000 
3,000,000,000 
2,000,000,000 
10,000,000,000 
10,000,000,000 
10,000,000,000 


mie, eefe a 0) e fe (6/08 18) 6, 68.6 ob ej jee © 6 plete 6 eo ¢ 6 6 mw ee 6 


500,000,000 
500,000,000 
1,500,000,000 


eo! de Copies: “o: 6: le. je; (0.70) (eh nlifavie! wl at (ee. 8/ le Asano) [elbuis tele) love veal (ise: etiel le) 6/6 siejie) teas fells) slie' ue: 


10,000,000,000 
10,000,000,000 
10,000,000,000 
10,000,000,000 
10,000,000,000 
2,000,000,000 
10,000,000,000 
5,000,000,000 
5,000,000,000 
5,000,000,000 
100,000,000,000 
5,000,000,000 
3,000,000,000 
2,000,000,000 
10,000,000,000 
10,000,000,000 


10,000,000,000 
217,000,000,000 


3,181,500,933 


500,000,000 
500,000,000 


1,500,000,000 
2,500,000,000 


2,23 1,254,639 


(L) PAYABLE IN EUROPE IN NETHERLANDS GUILDERS 


Sept. 27, 1994 


HX 


(Riis: 


500,000,000 


TOTAL PAYABLE IN EUROPE IN NETHERLANDS GUILDERS .......... 
CANADIAN DOLLAR EQUIVALENT EXCHANGE 


RATE of $0.77542 


Nov. 9, 1998 
Nov. 18, 1999 
Octynise2001 


TOTAL PAYABLE IN EUROPE IN AUSTRALIAN DOLLARS 


500,000,000 
500,000,000 


387,710,000 


(M) PAYABLE IN EUROPE IN AUSTRALIAN DOLLARS 


Nov. 9, 1995 


JT 


Nov. 18,1996 EMTNO026 
Oct. 15,1996 EMTNO25 


5.00 
5.72 
5.00 


CANADIAN DOLLAR EQUIVALENT EXCHANGE 


RATE of $0.95643 


(xi) 


600,000,000 
¥7,000,000,000 
125,000,000 


sitet ret ee) eo 10) Le) ane) @ ©) ete 176 Je) le ve) \ei ie) @) (a) ial le) (sie) 6] im ioh allie) imal of in\teets) 16) te) (evel cehie ve 


600,000,000 
79,293,060 
125,000,000 


a ee 


804,293,060 


769,247,496 


(27) 
(31) 


(28) 


(56) 
(56) 


(32) 
(33) 
(57) 
(37) 
(36) 
(1) 

(15) 


(46) 


(1) 


(16) 


(1) 
(17) 


(58) 


(1) 
(18) 


II Schedule of Outstanding Debt Incurred by the Province of Ontario — Continued 


Date of Date of Interest Original 
Maturity Issue Series Rate Issue Outstanding References 


% 


(N) PAYABLE IN JAPAN IN AUSTRALIAN DOLLARS 


Nov. 13,1998 Nov. 13, 1996 KK 5.20 ¥30,000,000,000 333,333,333 (59) 
Aug. 26,1999 Aug. 29,1996 KF 6.00 ¥25,000,000,000 296,278,739 (60) 
TOTAL PAYABLE IN JAPAN IN AUSTRALIAN DOLLARS ............... 629,612,072 ) 
CANADIAN DOLLAR EQUIVALENT EXCHANGE 

RAMEOPOI0GR50 Lian ee GL Nas) ce eee inele 672,897,495 Mp 


(O) PAYABLE IN EUROPE IN FRENCH FRANCS 
July 29, 2008 July 29, 1996 KD 6.875 3,000,000,000 3,000,000,000 


ee Ot eet eee 
TOTAL PAYABLE IN EUROPE IN FRENCH FRANCS .......... 00 eee cece. 3,000,000,000 ()) 
CANADIAN DOLLAR EQUIVALENT EXCHANGE 
RATIOS CSS tee at ty tee OP RE ol os al Bae 797,421,719 (S°) 


(P) PAYABLE IN EUROPE IN NORWEGIAN KRONER 


Dec. 29,2004 Sept. 12,1996 EMTN022 7.000 300,000,000 300,000,000 
TOTAL PAYABLE IN EUROPE IN NORWEGIAN KRONER ............... 300,000,000 o 
CANADIAN DOLLAR EQUIVALENT EXCHANGE 

iealega fas CSN Oe ory beatae a ee) ro on nae Ce, 63,704,048 (6) 

(Q) PAYABLE IN EUROPE IN NEW ZEALAND DOLLARS 

Nov. 24,1998 Nov. 20,1996 EMTNO29 7.150 100,000,000 100,000,000 
TOTAL PAYABLE IN EUROPE IN NEW ZEALAND DOLLARS ............ 100,000,000 ()) 
CANADIAN DOLLAR EQUIVALENT EXCHANGE 

ROAEE Of 8005260 Sean eis tld oh Salen ie ee dd se bs ee 95.259.671 (S7) 


TOTAL PUBLICLY HELD DEBT INCURRED BY PROVINCE FOR 
BON LINC PAE IEG SESS: Siete cor area Nee tee Siege cha ess tuba e'e Ste ara euctae 64,170,346,118 


TOTAL DEBT INCURRED BY PROVINCE FOR PROVINCIAL PURPOSES . . 95,660,178,397 


(xil) 


II Schedule of Outstanding Debt Incurred by the Province of Ontario - Continued 


Date of Date of Interest Original 
Matu rity Issue Series Rate Issue Outstanding References 


% 
Debt Issued by Government Service Organizations 
(A) PAYABLE IN CANADA IN CANADIAN DOLLARS 


To Minister of Finance of Canada 
Canada Pension Plan Investment Fund: 


Year ending March 31 
2009 1989 CRE 9315,to 10.3.) 310,439,000 310,439,000 
2010 1990 CPE. 9.78 to 11.33 920,001,000 920,001,000 
2011 boot CPE 9.81 to 9.86 62,000,000 62,000,000 
2012 1992 CEE 9.00 to 9.45 30,900,000 30,900,000 
1,323,340,000 (5) 
To Canada Mortgage and Housing Corporation: 
Year ending March 31 
1998 N/A CMHC Bee Io) 14,381 
1999 N/A CMHC 53750 68,558 
2003 N/A CMHC 5.1250 173539 
2004 N/A CMHC 5.2068 60,766 
2005 N/A CMHC 5.1250 44,306 
2006 N/A CMHC 4.2500 109,631 
2007 N/A CMHC 4.6739 445,158 
2008 N/A CMHC 5.8750 310,454 
2009 N/A CMHC 5.3750 239,501 
2010 N/A CMHC 6.4598 1,125,218 
2011 N/A CMHC 6.4159 911331 On 
2012 N/A CMHC 5.2994 494,894 
2013 N/A CMHC 5.3750 74525121 
2014 N/A CMHC 5.6206 21,107,524 
2015 N/A CMHC 5.8220 LOTS S91 
2016 N/A CMHC 6.1388 50,566,711 
2017 N/A CMHC 6.2491 77,246,137 
2018 N/A CMHC T1327 62,205,075 
2019 N/A CMHC 5.875 to 7.6159 66,018,699 
2020 N/A CMHC 5.750 to 7.850 218,302,323 
2021 N/A CMHC 6.875 to 7.5596 109, 179°593 
2022 N/A CMHC 7.740 to 8.250 105,480,785 
2023 N/A CMHC 6.875 to 8.625 87,746,894 
2024 N/A CMHC 7.625 to 7.750 TS IVSG2Z3 
2025 N/A CMHC 7.7400 57,709,384 
2026 N/A CMHC 7.7400 24,138,143 
2027 N/A CMHC 7.7400 24,415,651 
2028 N/A CMHC 7.7400 3,687,335 
1,020,587,762 (7) 


(xiii) 


II Schedule of Outstanding Debt Incurred by the Province of Ontario - Continued 


Date of Date of Interest Original 
Maturity Issue Series Rate Issue Outstanding References 
% 
1998 to 2001 N/A Various Various N/A 35,138,815 (25) 
Mortgages 
TOTAL PAYABLE IN CANADA IN CANADIAN DOLLARS 2.379,066,577 


(B) PAYABLE IN THE UNITED STATES IN U.S. DOLLARS 


July 1, 2006 Mar 31,1994 Collateralized 7.261 to 311,866,966 314,986,977 (26) 
financing 1395 
TOTAL PAYABLE IN UNITED STATES IN U.S. DOLLARS ............... 314,986,977 
CANADIAN DOLLAR EQUIVALENT 
EXGHANGE RA TEIORIG1 37591 1caare Laer! (een ats ow, Hole 433,412,894 (>) 


TOTAL DEBT ISSUED BY GOVERNMENT SERVICE ORGANIZATIONS 


FOR (PROMINGIAL PURBO SES clus gtets aol paras ite sin shane fa Sedat rele aes Oe ee 2.812.479.47] 
TOTAL DEBT INCURRED FOR PROVINCIAL PURPOSES ..............0.. 98.472,657,868 


(xiv) 


II Schedule of Outstanding Debt Incurred by the Province of Ontario - Continued 


Date of Date of Interest Original 
Maturity Issue Series Rate Issue Outstanding References 


% 
Debt Issued for Ontario Hydro 
(A) PAYABLE IN CANADA IN CANADIAN DOLLARS 


~' NON-PUBLIC DEBT 
Canada Pension Plan Investment Fund 


2001 1981 CPP 11.61 to 13.46 ~—- 500,000,000 500,000,000 
2002 1982 CPP 14.81to17.51 500,000,000 500,000,000 
2007 1987 CPP 9.64 119,000,000 119,000,000 
2008 1988 CPP 9.13to 9.72 388,715,000 388,715,000 
2009 1989 CPP 9.62to10.31 589,319,000 589,319,000 
2010 1990 CPP 9.61 to 10.31 650,712,000 650,712,000 
TOTAL PAYABLE IN CANADA IN 
CANADIAN DOLUAR SSH t taser cage re eee 2,747,746 ,000 LS), 
(B) PAYABLE IN NEW YORK IN U.S. DOLLARS 
PUBLICLY HELD DEBT 
Aug. 31,2012 Aug. 31,1982 FY 15.25 100,000,000 90,500,000 
Mar. 10,2013 Mar. 10,1983 GB 11.50 100,000,000 95,775,000 
Apr. 25,2013 Apr. 25,1983 GD 11.75 100,000,000 97,215,000 
TOTAL PAYABLE IN NEW YORK IN 
U'SDOLLARS ie hs) Wa oe ee eet eres eee 283,490,000 9) 
CANADIAN DOLLAR EQUIVALENT AT MARCH 31, 1997 
EX CHANGE RATE of $1:3843000 2 ee ee 392,435,207 


TOTAL DEBT INCURRED BY PROVINCE FOR ONTARIO HYDRO ......... 3,140,181,207 


TOTAL DEBT INCURRED FOR PROVINCIAL PURPOSES 


ANDIONTARIO FY. DR Qi ais ek este is a ets po re eae sinh 101,612,839,075 


(xv) 


II Schedule of Outstanding Debt Incurred by the Province of Ontario — Continued 


References: 
(1) Non-callable. 


(2) 
(3) 


(4) 
(5) 


(6) 
(7) 


(8) 


(9) 


(10) 


(11) 


(12) 


(13) 


(14) 


Liability to Canada Mortgage and Housing Corporation assumed by the Ministry of Finance upon the 
dissolution of Ontario Land Corporation. 

Callable, in whole but not in part, on October 17 in each year from 1999 to 2007 at par. Interest payable is 
6.75% for the first 4 years, 7.25% in years five and six, 8% in year seven, 8.25% in year eight, 8.75% in year 
nine, 9% in year ten, 9.25% in year eleven, and 9.375% in year twelve. 

Interest payable is 6 month Yen LIBOR. 

Securities sold to the Canada Pension Plan Investment Fund are payable 20 years after their respective dates 
of issue, are not negotiable and not transferable or assignable but are redeemable, in whole or in part, before 
maturity at the option of the Minister of Finance of Canada, on six months' prior notice, when the Minister 
deems it necessary in order to meet the requirements of the Canada Pension Plan. In the case of redemption 
before maturity, the Ontario Securities are to be redeemed in the order in which they were issued and the 
amount of Ontario Securities to be redeemed at any time shall be proportionate to the amount of all securities 
then held to the credit of the said fund represented by Ontario Securities. 

Callable 15-25 years after date of issue at various declining premiums and thereafter at par. 

The terms of these debentures require that equal payments to be made each year until their maturity. Each 
payment consists of blended principal and interest. 

The terms of these debentures require that equal payments be made each year for a period, after which, the 
payments decline and remain constant for another period. The decline in payments may happen more than once 
during the term of the debenture. Each payment consists of blended principal and interest. 

The Province entered into currency exchange agreements which effectively converted these U.S. Dollar 
obligations to Canadian Dollar obligations at an exchange rate of 1.31748. In addition, the Province entered 
into interest rate agreements which effectively converted the interest obligation on this debt to a fixed rate of 
8.40% and 6.43% on $9,662 million and USD 500 million respectively, and floating Canadian BA rate on 
$2,723 million; offset in part by the receipt of floating U.S. LIBOR rate on USD 500 million. 

The Province entered into currency exchange agreements which effectively converted all but USD 225 million 
of these U.S. Dollar obligations to Canadian Dollar obligations at an exchange rate of 1.27208. In addition, 
the Province entered into interest rate agreements which effectively converted the interest obligation on all of 
this debt to a fixed rate of 8.08% . 

The Province entered into currency exchange agreements which effectively converted these U.S. Dollar 
obligations to Canadian Dollar obligations at an exchange rate of 1.19801. In addition, the Province entered 
into interest rate agreements which effectively converted the interest obligation on this debt to a fixed rate of 
9.07% and 6.07% on $2,676 million and USD 70 million, respectively and floating Canadian BA rate on $40 
million; offset in part by the receipt of floating US LIBOR rate on USD 70 million. 

The Province entered into currency exchange agreements which effectively converted these Pounds Sterling 
obligations to Canadian Dollar obligations at an exchange rate of 2.11712. In addition, the Province entered 
into interest rate agreements which effectively converted the interest obligation on this debt to a fixed rate of 
8.35%. 

The Province entered into currency exchange agreements which effectively converted these Swiss Franc 
obligations to Canadian Dollar obligations at an exchange rate of 1.10691. In addition, the Province entered 
into interest rate agreements which effectively converted the interest obligation on this debt to a fixed rate of 
8.79% on $436 million and floating Canadian BA rate on $283 million. 

The Province entered into currency exchange agreements which effectively converted substantially all of these 
Japanese Yen obligations to Canadian Dollar obligations at an exchange rate of 0.01304. In addition, the 
Province entered into interest rate agreements which effectively converted the interest obligation on this debt 
to a fixed rate of 8.73% on $1,550 million, and floating Canadian BA rate and Yen LIBOR rate on $199 
million and JPY 27 billion, respectively; offset in part by the receipt of floating U.S. LIBOR rate on USD 259 
million. 
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The Province entered into currency exchange agreements which effectively converted substantially all of these 
Japanese Yen obligations to Canadian Dollar obligations at an exchange rate of 0.01466. In addition, the 
Province entered into interest rate agreements which effectively converted the interest obligation on this debt 
to a fixed rate of 8.74% on $2,830 million, and floating Canadian BA rate and Yen LIBOR rate on $149 
million and JPY 45 billion, respectively; offset in part by the receipt of floating U.S. LIBOR rate on USD 243 
million. 

The Province entered into currency exchange agreements which effectively converted these Deutsche Mark 
obligations to Canadian Dollar obligations at an exchange rate of 0.89250. In addition, the Province entered 
into interest rate agreements which effectively converted the interest obligation on this debt to a fixed rate of 
8.00% on $1,761 million and floating Canadian BA rate on $470 million. 

The Province entered into currency exchange agreements which effectively converted these Netherlands Guilder 
obligations to Canadian Dollar obligations at an exchange rate of 0.77542. In addition, the Province entered 
into interest rate agreements which effectively converted the interest obligation on this debt to a fixed rate of 
8.44%, 

The Province entered into currency exchange agreements which effectively converted these Australian Dollar 
obligations to Canadian Dollar obligations at an exchange rate of 0.95643. In addition, the Province entered 
into interest rate agreements which effectively converted the interest obligation on this debt to a fixed rate of 
6.55% on $564 million and floating Canadian BA rate on $205 million. 

Retractable, in whole or in part, on February 8, 2007, at the holder's option, provided that the notice of 
retraction is made during the period from July 15, 2006 to January 15, 2007 inclusive. Such election is 
irrevocable. 

Retractable, in whole or in part, on March 1, 2010, at the holder's option, provided that the notice of retraction 
is made during the period from March 1, 1995 to February 12, 2010 inclusive. Such election is irrevocable. 
Exchangeable at any time, in whole or in part, at the holder’s option, for an equivalent principal amount of 
Series JG 9.50% bonds due January 12, 2035. 

Callable in full, and not in part, on July 27, 2001, at par. 

The terms of these debentures require that the principal be repaid in twelve equal monthly payments in the year 
preceding the date of maturity. 

The terms of these debentures require unequal payments, consisting of both principal and interest, to be made 
at predetermined irregular intervals. At January 10, 2035, the principal to be repaid on each debenture will be 
$2.3 million. 

The Ontario Housing Corporation borrows funds from private sector to finance investments in real property. 
These mortgages are expected to be repaid over a period of 35 years and are normally renewed for a term of 
3 to 5 years. Interest payable at various rates based on individual agreements - weighted average rate of 7.5%. 
On March 4, 1994 substantially all of the locomotives and bi-level cars of the Toronto Area Transit Authority 
(“TATOA”) were sold for USD 311,867 and immediately repurchased from the same counterparty at the same 
price under conditional sales contracts maturing on July 1, 2006. The transaction has been accounted for as 
a collateralized financing. The debt is collateralized by the locomotives and bi-level cars. TATOA retains the 
right to use the locomotives and bi-level cars, and is liable for maintenance and all other associated obligations. 
TATOA cannot lease or sell the locomotives and bi-level cars without the prior written consent of the 
counterparty to the debt obligation. In addition, TATOA is liable for any costs which reduce the counterpary’s 
return on the financing. 

Interest payable is 6-month Yen LIBOR + .2%, with a minimum rate of 3.0% and a maximum rate of 4.5%. 
Interest payable is 12 month Yen LIBOR + .3%. 

Redeemable at the option of the holder on March 1 or September | or upon the death of the benzficial owner. 
The bonds are transferrable, provided the new beneficial owner meets the eligibility requirements. The Minister 
of Finance may reset the interest rate from time to time prior to maturity. The initial interest rate on these 
Bonds is 8.0%. The minimum interest rate payable is 8.0% and 7.0% in year one and years 2 - 3 respectively. 
Effective March 1, 1996 the interest rate was set at 7.0% and remained at 7.0% on March 31, 1997. 
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Redeemable at the option of the holder on March 1 or September 1 or upon the death of the beneficial owner. 
The bonds are transferrable, provided the new beneficial owner meets the eligibility requirements. The bonds 
may be exchanged anytime, except the period February 14 to March | annually, for an equivalent principal 
amount of Annual Interest Bonds. The Minister of Finance may reset the interest rate from time to time prior 
to maturity. The initial interest rate on these Bonds is 8.0%. The minimum interest rate payable is 8.0% and 
7.0% in year one and years 2-3 respectively. Effective March 31, 1996 the interest rate was set at 7.0% and 
remained at 7.0% on March 31, 1997. 

Interest payable is 4.5% to May 27, 1996, then 1.0% +5 times (YEN 7-year Swap rate minus YEN 3-month 
LIBOR minus 1.28%) to maturity, with a minimum of 1.0%. 

Interest is payable in Australian Dollars, based on a notional principal of AUD 66 million at a rate of 3.9%. 
Interest is payable in Australian Dollars, based on a notional principal of AUD 27.2 million at a rate of 6.0%. 
Interest payable is 3 month U.S. LIBOR rate. 

Interest payable is 6 month U.S. LIBOR rate +.0475%. 

Interest is payable in Australian Dollars, based on a notional principal of AUD 138.2 million at a rate of 
5.65 %. 

Interest is payable in Australian Dollars, based on a notional principal of AUD 149.3 million at a rate of 
5.50%. 

The original debentures payable to OMERS were replaced effective December 31, 1995, with debentures 
payable to OMERS and to Colleges of Applied Arts and Technology Pension Plan, in the amounts of $741.6 
million and $90.9 million, respectively. The terms and conditions remain the same as those of the original 
debentures. 

The terms of these debentures set the par value of these debentures at $300 million, the proceeds at issuance 
at $255 million and the obligation to be repaid at maturity at $241.8 million. 

No interest is payable in the first five years, thereafter interest is payable monthly at an annual interest rate of 
17.25%. 

The terms of these debentures require unequal payments, consisting of both principal and interest, to be made 
at predetermined irregular intervals with the final payment on January 10, 2045. The total principal and 
interest to be paid over the life of the debenture is $1,325 million in total. 

The terms of these debentures require no interest payments until maturity, at which time a single payment, 
comprised of both principal and interest, will be made in the amount of $700 million. 

The Province entered into currency exchange agreements which effectively converted all but USD 47 million 
of these US Dollar obligations to Canadian Dollar Obligations at an exchange rate of 1.3745. 

Callable, in whole but not in part, at par on October 27, 1998. 

Callable, in whole but not in part, at par on October 12, 2000. 

Interest payable is 3 month Deutsche Mark LIBOR + .0625%. 

Exchangeable, in whole but not in part, on February 4, 1998, at the holder’s option, for an equivalent principal 
amount of Series KQ 7.375% bonds due February 4, 2027. 

The terms of these debentures require that a special one-time interest payment in the amount of $40.5 million 
be made at maturity. Interest payable is 4.35% for the first seven years, thereafter interest payable is 7.04%. 
The debentures are retractable, in whole but not in part, on December 2, 2003, at the holder’s option, provided 
that the notice of retraction is made during the period from October 31, 2003 to November 12, 2003 inclusive. 
Such election is irrevocable and if invoked the one-time interest payment at maturity is forfeited. 

These debentures have two call options exercisable on August 6, 1997. Each of Option 1 and Option 2 permits 
the purchase of $75 million 30 year debentures with a coupon interest rate of 8%, at a strike price of 108.00 
and 109.50 respectively. One, both or neither of the options may be exercised but may not be traded separately. 
These debentures have a non-detachable call option exercisable, in whole or in part, on the following dates: 
May 5, 1997, August 5, 1997, November 3, 1997, and February 3, 1998. The option permits the purchase of 
up to $150 million, in total, additional debentures of this issue. 
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These debentures have a non-detachable call option exercisable, in whole or in part, on the following dates: 
May 5, 1997, August 5, 1997, November 3, 1997, and February 3, 1998. The option permits the purchase of 
up to $100 million, in total, additional debentures of this issue. 

The terms of these debentures permit the principal be repaid in either USD 44.6 million or AUD 55.0 million, 
at the Province’s option. 

Interest payable is 6-month Yen LIBOR + 0.3%, with a maximum rate of 6.8%. Callable, in whole but not in 
part, at par on January 10, 2000 and every six months thereafter. 

Interest is payable in Australian Dollars, based on a notional principal of AUD 52.5 million at a rate of 3.10%. 
Interest is payable in U.S. Dollars, based on a notional principal of USD 120.8 million at a rate of 3.25%. 
Interest payable is 3 month Yen LIBOR rate + 0.100%. 

Interest is payable in Australian Dollars, based on a notional principal of AUD 121.1 million at a rate of 
4.28%. 

The terms of these debentures are: proceeds received at issuance were JPY 7 billion, the obligation to be repaid 
is AUD 79,293,060 and interest is payable in Japanese Yen based on a notional principal of JPY 7 billion at 
a rate of 5.72%. 

The terms of these debentures are: proceeds received at issuance were JPY 30 billion, the obligation to be 
repaid is AUD 333,333,333 and interest is payable in Japanese Yen based on a notional principal of JPY 30 
billion at a rate of 5.20%. 

The terms of these debentures are: proceeds received at issuance were JPY 25 billion, the obligation to be 
repaid is AUD 296,278,739 and interest is payable in Japanese Yen based on a notional principal of JPY 25 
billion at a rate of 6.00%. 

Redeemable at the option of the holder on June 12 or December 21 or upon the death of the beneficial owner. 
The bonds are transferable, provided the new beneficial owner meets eligibility requirements. Annual Interest 
Bonds of each type may be exchanged anytime on or before June 6, 1997 for an equivalent principal amount 
of Compound Interest Bonds of the same type. Compound Interest Bonds of each type may be exchanged 
anytime, except during the period of June 6 to June 21 annually, for an equivalent principal amount of Annual 
Interest Bonds of the same type. The Minister of Finance may reset the interest rate from time to time prior 
to maturity. 

The interest rate was set at 4.5% for the first year. The minimum interest payable is 5.75% in the second year, 
6.25% in the third year, 7.25% in the fourth year, and 9.00% in the final year. 

The Minister of Finance may reset the interest rate every six months. The initial interest rate was set at 4.75%. 
Effective December 21, 1996 the interest rate was set at 3.25%. 

The Province entered into currency exchange agreements which effectively converted these Australian Dollar 
obligations to Canadian Dollar obligations at an exchange rate of 1.0685. In addition, the Province entered into 
interest rate agreements which effectively converted the interest obligation on this debt to a floating Canadian 
BA rate. 

The Province entered into currency exchange agreements which effectively converted these French Franc 
obligations to Canadian Dollar obligations at an exchange rate of 0.26581. In addition, the Province entered 
into interest rate agreements which effectively converted the interest obligation on this debt to a fixed rate of 
6.59%. 

The Province entered into currency exchange agreements which effectively converted these Norwegian Kroner 
obligations to Canadian Dollar obligations at an exchange rate of 0.21235. In addition, the Province entered 
into interest rate agreements which effectively converted the interest obligation on this debt to a floating 
Canadian BA rate. 

The Province entered into currency exchange agreements which effectively converted these New Zealand Dollar 
obligations to Canadian Dollar obligations at an exchange rate of 0.95260. In addition, the Province entered 
into interest rate agreements which effectively converted the interest obligation on this debt to a floating 
Canadian BA rate. 
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The R&D Opportunity: 
Cutting Taxes and Creating Jobs 
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Innovation, Economic Growth and Job Creation 


This paper is about jobs — creating new and better jobs in the future and 
ensuring that the province keeps the jobs it now has. Successful private- 
sector companies are the engine of job creation in the Ontario economy. 
The Government's plan is to create a positive business climate to unleash 
the power of private-sector job creation — by cutting taxes, by investing 
taxpayers’ money more wisely, and by removing barriers to private-sector 
growth. 


The stakes are high. Innovative economies, like Ontario’s, that provide 
fertile ground for knowledge-based companies to grow can look forward to 
good jobs and a high standard of living in the future. Those that are not 
up to the challenge will see high unemployment and a declining standard 
of living. 


@ The job creation payoffs from innovation and research and 
development are substantial. During the last 10 years, two of every 
three new jobs in Ontario were created in knowledge and technology- 
based industries. 


High-Tech and Knowledge-Intensive 
Industries* Are Job Growth Leaders 


Ontario, 1986-96 
Per cent 


90 
80 = Share of Net Job Creation Share of Employment 1996 

70 
60 


High-Tech/Knowlege-Intensive All Other Industries 
Industries 
* High-tech/knowledge-intensive industries based on a weighted average of high-tech (determined by share of high-tech 
non-labour inputs) and knowledge-intensive (determined by share of weeks worked by university graduates). Commercial 
sector only. 
Sources: Department of Finance Canada and Ontario Ministry of Finance 
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Innovation is the key that unlocks the door to knowledge-based growth 
and job creation. Just as it is necessary to invest in people and in 
physical capital for the economy to grow and create jobs, so also is it 
necessary to invest in innovation. Research and development — R&D — is 
an investment in innovation, in economic growth and in job creation. In 
other words, R&D is an investment in Ontario’s future. 


The Province’s plan — cut taxes, invest wisely, and rely on the private 
sector for job creation and economic growth — will work for R&D just as it 
is working in other areas. Supporting R&D through tax cuts is one 
important way of creating good, long-lasting jobs. Encouraging the 
province’s leading companies, large and small, to partner with Ontario’s 
finest universities is another effective way to build the knowledge that will 
enable our companies to compete on a world scale and create jobs. 


The Government will contribute $500 million to an R&D Challenge Fund 
that will result in a total investment of $3 billion over 10 years. This 
investment will promote greater partnership and collaboration between the 
private sector and Ontario universities and support research excellence in 
our universities. In addition, the Government is introducing seven new tax 
cuts to support private-sector investment in R&D and innovation, including 
a new 20 per cent refundable tax credit for business-sponsored R&D 
performed by universities and other post-secondary educational 
institutions in Ontario. These new tax measures will help support a further 
$3 billion in private-sector investments over the next 10 years. 


In total, these measures will help ensure that Ontario remains one of the 
most competitive jurisdictions in the world in which to perform R&D. Their 
purpose is to move the economic yardsticks ahead — to create jobs, 
increase productivity, and raise incomes. 


R&D and Innovation Key to Job Creation and Growth 


In the 21st century, the ability to create and apply commercially valuable 
knowledge will separate the economic leaders from the rest of the pack. 
Companies throughout the world’s advanced economies know this and 
are seeking ways to use knowledge to create competitive advantages. 


R&D is an investment in innovation — the development and application of 
new knowledge to produce new products and services and to find new, 
more productive ways of doing things. Innovation is the cornerstone on 
which a high-income, job-creating economy is built. 
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R&D influences job creation and economic growth in a variety of ways: 


@ High R&D economies have a better chance to be in on the ground 
floor when new fast-growing industries that will be the job creation 
machines of the future are born. 


@ Fast-growing, innovative companies, many of which invest heavily in 
~ R&D, create a disproportionate share of new jobs. 


@ As new knowledge flows from one part of the economy to other 
parts, the productivity of capital and labour both rise. A general- 
purpose technology such as computing illustrates how new 
knowledge can ripple through the economy with profound effects on 
both what is produced and how it is produced. 


@ Even knowledge that is protected by intellectual property rights can 
benefit other companies through “demonstration effects” where 
companies learn by observing the products and services offered by 
their competitors. 


@ The skills and knowledge acquired through R&D diffuse through the 
economy as people change jobs and take their expertise with them. 


@ R&D capabilities make companies more proficient in adopting and 
commercializing new technologies. 


@ Success breeds success. Clusters of high-technology companies 
and institutions such as those in the Kitchener-W aterloo-Cambridge- 
Guelph Technology Triangle or the Ottawa area attract new 
investment and generate new “spin-off” companies. 


@ R&D-intensive sectors generate approximately 22 per cent of the 
province’s merchandise exports. If autos are excluded, the export 
share of R&D-intensive industries rises to close to 40 per cent. 


All of this means that the economy-wide returns from R&D are much 
greater than the returns to any individual firm that performs R&D. 
Estimates of the total economic return to R&D typically range from 50 to 
more than 100 per cent. 
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Ontario’s High-Technology Firms Create Jobs 


R&D-intensive companies in Ontario are turning successful innovation into jobs. 
Ontario’s high-quality technological infrastructure, including its educated workforce, 
provides a strong foundation for continued growth. 


Newbridge Networks Experiences Record R&D, Sales and Employment 
Growth 


Newbridge Networks has become one of Canada’s top corporate R&D performers 
and a world leader in the design and manufacture of networking products and 
systems for multimedia communications. Innovation at Newbridge has resulted in 
the creation of seven new Ontario-based advanced-technology affiliates. Last 
year, the company increased its Ontario employment by about 20 per cent. Today, 
Newbridge employs about 5,700 people at its Kanata, Ontario headquarters and 
worldwide facilities. 


IBM Canada’s Success Results in Ontario Jobs 


IBM Canada is one of Canada’s top corporate R&D performers and a leading 
provider of advanced information technologies, including computer systems, 
software, networking systems, storage devices and microelectronics. Last year, 
growth in demand for computer systems and services and networking systems 
caused the company to increase its full-time workforce by almost 2,800 positions. 
More than half of these new jobs were in Ontario. Today, IBM Canada and its 
subsidiaries employ more than 13,000 people at its Markham headquarters, 
Toronto research facility and other locations across Canada. 


Com Dev Increases Ontario Employment 


Com Dev is Canada’s largest exporter of communications satellite equipment, 
including satellite multiplexer and switching networks. The company also 
produces scientific instruments and subsystems that play a crucial role in 
monitoring changes in the earth’s environment. Last year, the company’s Ontario 
employment increased by about 20 per cent. Today, Com Dev employs about 
1,300 people at its Cambridge, Ontario headquarters and national and 
international facilities. 


Hummingbird Achieves Strong Sales and Employment Growth 


Hummingbird Communications develops software that provides personal 
computers with easy access to information and applications running on mini and 
mainframe host computers. Last year, strong growth caused Hummingbird to 
increase its Ontario employment by more than 60 per cent. Today, Hummingbird 
employs more than 350 people at its North York headquarters and international 
locations. 
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R&D Linked to Economic Success 


Successful countries generally invest more in research and development 
than others. The United States, Japan, Germany, France and the United 
Kingdom, the high-income G5 countries, invest an average of more than 
five times as much of their economic resources in R&D as Turkey, 
Mexico, Greece, Portugal and Spain, the five lowest per capita income 
countries in the OECD. 


High-Income Countries Invest More in R&D 
R&D Expenditure as a Percentage of GDP | 


R&D to GDP ratio (%),* 1995, or most recent year. 
3.0 


Me R&D/GDP 


a R&D/GDP 
G5 Five Lowest GDP Per 
Countries Capita OECD Countries** 


Source: OECD 
Notes: “Weighted average of R&D to GDP ratio. **Excludes new OECD countries. 


Successful firms also invest more in what are referred to as “soft” assets 
such as R&D and intellectual capital. The fastest growing firms generally 
invest more than twice as much in R&D, marketing and training as firms 
that grow more slowly, even though they invest about the same proportion 
of their sales in physical assets. Sixteen of Ontario’s largest 
R&D-performing companies increased their R&D spending by more than 
100 per cent between 1989 and 1995. 
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Fast Growing and Innovative Firms Invest 
More in R&D and Other Soft Assets 


Investment as a share of sales 
12% 


10% 
8% 


6% 


4% 


2% 


0% 


Total ft Buildings Machinery 
Investments* & Equipment 


* Includes R&D, marketing and training 
Sources: Ontario Ministry of Finance and Statistics Canada 


R&D-intensive industries are highly productive. Their productivity rose 
from about $45,500 per employee in 1987 to almost $77,000 per 
employee in 1995 (in constant 1986 dollars), while productivity in non- 
R&D-intensive industries stagnated. As a result of their higher 
productivity, average weekly earnings in R&D-intensive industries are 
higher than average. 


Productivity and Earnings Higher in R&D 
Intensive Sectors 
All Employees, 1995 


GDP per Employee, Thousands 1986 $ Avg Weekly Earnings, 1986 $ 


R&D-iIntensive Non-R&D-Intensive 


Sources: Statistics Canada and Ontario Ministry of Finance. 


Note: R&D-intensive sectors have an industry R&D to GDP ratio that is at ieast twice as large as Ontario's overall 
business R&D to GDP ratio. 
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Ontario’s R&D Strengths 


The province has a strong R&D foundation on which to build. It is the 
largest R&D performer in Canada and the leader in technology adoption. 
It is also a leader in key R&D industries and home to most of Canada’s 
largest R&D companies. 


Canadian Leader in R&D 


Ontario has the most R&D-intensive economy in Canada, with a 

2.0 per cent ratio of R&D to GDP. In 1994, approximately $6.2 billion of 
R&D was carried out in Ontario, more than in the rest of Canada 
combined. 


Distribution of Canadian R&D 
by Province, 1994 


Per cent 


Millions of Dollars of R&D Expenditures 


$888 $848 


O ntario Quebec B.C. Alberta Rest of Canada 


Sources: Statistics Canada and Ontario Ministry of Finance 


Leader in Technology Adoption 


Ontario companies also lead Canada in their ability to use new 
technology. Manufacturing companies in Ontario have the highest rate of 
technology adoption in Canada and are the most sophisticated users of 
technology. The proportion of companies using six or more different types 
of advanced technologies is almost six times higher in Ontario than in 
other provinces. 
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Use of Multiple Advanced Technologies* 
Manufacturing Sector, 1993 


Per cent of Establishment Shipments 
14 


o| M@yabeslare 


“Use of at least one advanced technology from each of the following groups: design & engineering, fabrication & 
assembly, automated handling systems, inspection & communication, manufacturing information systems, and 
integration & control. 


Source: Statistics Canada 


Leading R&D Industries and Companies 


Ontario’s primary R&D strengths lie in seven industries that account for 
64 per cent of business R&D spending: telecommunications, financial 
services, aircraft, business machines, pharmaceuticals, computing, and 
engineering and scientific services. 


Ontario is home to many of Canada’s leading R&D-performing 
companies, including Nortel, the largest R&D performer in Canada. The 
presence of knowledge-based companies often leads to the creation of 
more knowledge-based companies. Two of Ontario’s leading R&D 
companies, Newbridge Networks and Corel Systems, are third generation 
spin-offs from Nortel. 
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Ontario’s Top Seven R&D Performing Sectors, 1989-94 


Industry 


TOP SEVEN 
Telecommunications Equipment 
Financial Services 

Aircraft & Parts 

Business Machines 
Pharmaceuticals & Medicine 
Computer & Related Services 
Engineering & Scientific Services 


All Industries 


1994 Industrial 
R&D Spending 


($ Millions) 


2,903 


994 
385 
290 
271 
197 
188 
178 


3,905 


Sources: Statistics Canada and Ontario Ministry of Finance 


Ontario in OECD Top Ten 


1994 Share Ontario 
of Canada Growth 
R&D 1989-94 

(Per cent) (Per cent) 


64 58 
90 60 
83 148 
49 66 
83 10 
50 121 
48 11 
29 39 
56 42 


Ontario leads Canada in R&D performance. In international terms, the 
province would rank tenth among 26 OECD countries in R&D spending as 


a per cent of GDP. 


Per Cent 
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Taking Action: A New Approach to R&D and Innovation 


Ontario has a solid basis on which to build new competitive advantages 
through R&D — competitive industries, leading R&D companies, a highly 
skilled workforce, and a positive business climate. The province’s R&D 
performance is well ahead of the Canadian average and its innovative 
capabilities are strong. 


The Province’s innovation and R&D policies are designed to create a 
hospitable climate for innovation by companies, universities and other 
research institutions, leading to private-sector growth and job creation. 
However, new policies are needed to ensure that Ontario’s economy 
continues to become more innovative and knowledge-intensive. The 
Government is taking action to build on the province’s strengths and to 
ensure that Ontario has an innovative economy able to succeed in global 
competition. 


Building Business-University Partnerships: A Key to 
Knowledge-based Industrial Clusters 


North America has a number of geographic concentrations of high- 
technology companies, universities and other research institutions. 
Silicon Valley, the most famous example of a cluster of companies and 
research institutions, contains 6,000 high-tech companies with total sales 
of over $200 billion. 


It is not enough to create the general conditions in which R&D can 
flourish. To realize the potential economic payoff from R&D in Ontario, 
businesses and universities need to work together to produce the critical 
mass necessary to achieve research excellence and competitive 
advantage in technology and knowledge-intensive industries. Therefore, 
the Government’s major new policy direction in R&D is to provide greatly 
increased incentives for businesses and universities to build productive 
and mutually beneficial partnerships. 


Ontario’s new R&D measures — particularly the R&D Challenge Fund and 
the Ontario Business-Research Institute Tax Credit — are designed to 
encourage the kind of mutually advantageous cooperation between 
business and universities that helps to create the Silicon Valleys of the 
world and the prosperity they bring. 
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Businesses and Universities Working Together 
To Create Jobs and Improve Competitiveness 


Businesses are increasingly looking to universities to help keep them at the 
forefront of innovation. University-industry collaboration on advanced research 
results in new products, highly-skilled workers and a climate of innovation that 
| attracts knowledge-intensive firms. 


Dofasco Inc. - McMaster University 


Dofasco and the Natural Sciences and Engineering Research Council are 
co-funding a research chair in process metallurgy at McMaster University to 
explore ways of reducing the cost of producing high-quality steel. 


Nortel Announces Institute for Telecommunications at University of 
Toronto 


Nortel has announced the creation of a Nortel Institute for Telecommunications 
at the University of Toronto. The Institute will fund programs that include a 
masters degree in telecommunications, a graduate scholarship for 
telecommunications, a chair in network architecture, a chair in emerging 
technology and an applied physics laboratory. Nortel is also supporting a new 
School of Information Technology and Engineering at the University of Ottawa. 


Chrysler Canada and University of Windsor Open New Automotive 
Research Centre 


In 1996, Chrysler Canada and the University of Windsor opened a new 
Automotive Research and Development Centre in Windsor. The first 
co-operative automotive research facility of its kind in Canada, the Centre will 
build on Chrysler’s expertise in alternative fuels and pursue niche research in 
new automotive product technology. It will also provide co-operative 
automotive product research through research chairs in Automotive Design, 
Alternative Fuels and Ultrasonic Microscopy endowed by Chrysler Canada. 


Collaboration by R-Theta Inc. and University of Waterloo Results in Sales 
and Job Growth 


Research collaboration between R-Theta Inc., the University of Waterloo and 
the Manufacturing Research Corporation of Ontario, an Ontario Centre of 
Excellence, has resulted in sales and employment growth at the Ontario 
company. R-Theta, based in Mississauga, has seen a fourfold increase in 
sales and a fivefold increase in employment. The company now employs more 
than 100 people in Ontario. 
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Supporting Leading-Edge Research Institutions 


An excellent university research system is one of the building blocks for 
successful innovation in the rest of the economy. The university research 
system links to private-sector innovation in a variety of ways — through 
research carried out for private-sector companies, by providing a research 
environment that attracts top-quality faculty and graduate students, by 
making discoveries and developing applications of research with 
commercial value, and by providing a stream of highly skilled people for 
companies to hire. 


However, from a business perspective, university research is a high-risk 
proposition. A recent study by William M. Mercer Limited estimated that 
only about one in 6,000 apparent discoveries eventually had appreciable 
commercial value. These odds could be lowered if the province’s 
universities had even more world-class researchers, if more funds were 
available for their research, and if more of this research captured the 
interest of the private-sector from the outset. 


The R&D Challenge Fund and the Ontario Business-Research Institute 
Tax Credit will provide incentives for businesses to invest in the work of 
researchers of international calibre and for universities to seek private- 
sector partners. The quality of human capital, represented partly by the 
presence of world-class researchers, is a key factor determining the 
location of corporate R&D investment. These kinds of incentives can 
lower the cost and the risk of investment in R&D for the private-sector, 
and give companies early access to the results of R&D. 


Developing Highly Skilled People for Knowledge and 
Technology Businesses 


The ability to generate and apply new knowledge is a scarce resource. 
Those jurisdictions that are able to provide the highly skilled people 
needed to compete in knowledge- and technology-based industries will 
attract new investment. 


Ontario is already very competitive in this respect. In 1994, 46.5 per cent 
of Ontarians aged 25-64 had completed post-secondary education, the 
highest percentage in the OECD. 


The new R&D Challenge Fund and the Ontario Business-Research 
Institute Tax Credit will add to Ontario’s attractiveness for world-class 
researchers and R&D investments. In doing so, they will also improve the 
quality of teaching in participating universities and other post-secondary 
educational institutions in Ontario. 


Ontario’s personal income tax cut will also help to attract and retain world- 
class researchers. Changes to Ontario’s Co-operative Education Tax 
Credit will provide additional incentives to businesses hiring post- 
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secondary students enrolled in leading-edge technology programs. 
Ontario is also taking steps to ensure that taxpayers’ investments in 
educating our young people translate into jobs. Businesses will be eligible 
for a 10 per cent tax credit for hiring an unemployed graduate from a post- 
secondary educational institution in Ontario. This will help provide our 
educated youth with on-the-job training and will foster a better trained and 
educated workforce. 


Financing R&D and Innovation 


The availability of external financing for small, knowledge-based 
companies in Ontario is critical to their growth. Three key trends are 
supporting an improvement in access to capital for these companies. 


First, private-sector financial institutions are developing specialized 
funding vehicles to meet the needs of knowledge-based industries. The 
five major banks have established over 30 specialized lending units for 
knowledge-based companies in Ontario. 


Second, more venture capital is becoming available in Ontario. In 1996, 
venture capital companies invested $320 million in technology-based 
companies, up from $156 million in 1995. Most of this increase was 
accounted for by the rapid growth in venture capital investments in 
technology-based sectors by Labour-Sponsored Investment Funds: 


@ LSIFs accounted for 53 per cent of venture capital invested in 
technology-based companies in Ontario in 1996, up from 34 per cent 
in 1995. 


@  LSIFs allocated 71 per cent of their total 1996 investment to 
technology-based companies, up from 64 per cent in 1995. 


The 1997 Budget requires LSIFs to direct more of their investments to 
small business. 


Furthermore, Ontario’s small business investment tax credit provides 
incentives to financial institutions to provide capital to start-ups and 
growing knowledge-based companies in Ontario. As a result of the 1997 
Budget, financial institutions will now be able to claim a 75 per cent tax 
credit for equity investments of $50,000 and under in small businesses. 


Third, new links between financial institutions and Ontario universities are 
emerging to help commercialize promising research. For example: 


@ The Royal Bank of Canada and Quorum Growth Inc., a venture 
capital company, have formed the Technology Launch Initiative to 
work with universities and research laboratories to identify and 
accelerate the commercialization of promising new Canadian 
technologies. 
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@ The Canadian Medical Discoveries Fund has established University 
Medical Discoveries to develop and commercialize early-stage 
biomedical research from Canadian universities, hospitals and 
research institutes. 


@ The University of Guelph has set up a publicly listed technology 
management firm, Guard Inc., to convert the inventions resulting 
from university research into new high-technology business 
enterprises. 


Commercialization activities have already proven beneficial to both the 
individual universities and the Ontario economy as a whole. The 
University of Toronto earned $3.1 million of royalties in 1995-96. To 
encourage further commercialization of university research, the 
Community Small Business Investment Funds announced in the 1997 
Budget can be sponsored by universities or groups of universities and 
used to more rapidly commercialize university-generated innovations. 


Fostering Technology Adoption and Commercialization 


The tax system is also designed to encourage the adoption and 
commercialization of new technology. As a result of the 1997 Budget, 
Ontario will now allow corporations to deduct 100 per cent of the 
acquisition costs of intellectual property that is used in their active 
business. To qualify, the intellectual property must be used exclusively in 
Ontario by the firm to implement an innovation or invention. Simply 
buying the rights to sell the product will not be sufficient to claim the 
Ontario New Technology Tax Incentive. 


To enhance technology adoption, Ontario will no longer apply a tax on 
firms that acquire new technology from foreign parent corporations. This 
tax of 5 per cent on technology royalty payments acted as a barrier to the 
adoption of new technology in Ontario. 


Supporting Innovative Growth Firms 


A relatively small number of firms are major job creators and contributors 
to economic growth. During the last economic expansion, 5 per cent of 
small companies were responsible for 43 per cent of all job creation by 
small companies in Canada, and 10 per cent of medium-sized companies 
were responsible for 50 per cent of all job creation in their category. A 
recent Statistics Canada study found that innovation is the key 
characteristic distinguishing the fastest growing companies from 
companies that grow more slowly. 


The tax system in Ontario provides R&D incentives at critical stages in the 
innovation process to support innovative and growing firms. As a result of 
the 1997 Budget, equipment used by a manufacturer exclusively for a 
combination of R&D and manufacturing will be exempt from Retail Sales 
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Tax. In addition, R&D expenditures will be exempt from Ontario’s capital 
tax. This change will help reduce the costs of acquiring new R&D 
equipment. 


To provide innovative growth firms with the financing they need to grow 
and create jobs, small firms are eligible for Ontario’s 10 per cent 
refundable tax credit for R&D performed in Ontario. For business- 
sponsored R&D performed by universities, small firms will be eligible for 
both the 10 per cent Ontario Innovation Tax Credit and the 20 per cent 
Ontario Business-Research Institute Tax Credit, for a total of 30 per cent 
for qualifying R&D expenditures in Ontario. 


The Provincial reductions in personal income tax rates and the Employer 
Health Tax will also leave more money in the hands of small business to 
invest where it is needed most. 


Enhancing Ontario’s R&D Tax Competitiveness 


The 1997 Ontario Budget introduces seven new tax measures to support 
R&D and innovation. These measures will boost Ontario’s support for 
R&D and innovation by $100 million per year, provide generous R&D tax 
relief for corporate-sponsored university R&D, and encourage the 
adoption and commercialization of new technology. 
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Ontario’s Current R&D Tax Incentives 


Ontario currently offers two major tax incentives that benefit R&D-performing 
companies and innovative growth firms: the R&D Super Allowance and the 
Ontario Innovation Tax Credit. 


R&D Super Allowance 


# The R&D Super Allowance provides additional deductions for corporate 
income tax purposes for qualifying R&D performed in Ontario. 


For corporations which are not Canadian-controlled private corporations, 
Ontario provides a 25 per cent additional deduction on qualifying R&D 
expenditures. For Canadian-controlled private corporations (CCPCs), 
Ontario provides a 35 per cent additional deduction for qualifying R&D 
expenditures in Ontario. 


To foster incremental R&D spending, the Super Allowance further enriches 
the allowed deduction. For incremental expenditures, the 25 per cent and 
35 per cent additional deductions are increased by 50 per cent to 37.5 per 
cent and 52.5 per cent respectively. Incremental expenditures are 
determined by the amount that R&D expenditures in a year exceeds the 
average R&D expenditures over the previous three years (i.e., three-year 
moving average). 


Ontario Innovation Tax Credit (OITC) 


To foster the development of growing innovative firms, Ontario provides a 
10 per cent refundable tax credit for small and medium-sized CCPCs 
performing R&D in Ontario. 


The OITC applies to 100 per cent of qualifying current expenses such as 
salaries and wages, and to 40 per cent of qualifying capital expenses. 


OITC is targeted to small- and medium-sized R&D performers based on 
federal taxable capital and active business income thresholds: 


— Firms must have less than $200,000 in taxable income and less than 
$10 million in taxable capital to qualify. 
OITC is phased out when firms exceed $400,000 in taxable income or 
$15 million in taxable capital. 
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The 1997 Budget introduces seven new tax initiatives to support R&D and 
innovation: 


¢ 


Effective May 7, 1997, Ontario will be providing a 20 per cent 
refundable R&D tax credit for corporate-sponsored R&D performed 
in Ontario by eligible Ontario universities and other approved post- 
secondary educational institutions and research associations. The 
Ontario Business-Research Institute Tax Credit will also be 
available for small and medium-sized firms claiming the OITC. 


Effective January 1, 1998, Ontario will be providing a 15 per cent tax 
credit on qualifying labour costs relating to computer animation and 
special effects. This credit will help ensure that Ontario retains and 
builds on its world-class reputation in digital animation. 


The co-operative education tax credit will be expanded to include 
qualifying work placements from leading-edge technology programs, 
such as computer and information technology. The enhanced credit 
will be effective January 1, 1998. 


Firms acquiring and using intellectual property to implement an 
innovation or invention will be able to claim an immediate 100 per 
cent deduction of the qualifying acquisition costs for Ontario income 
and capital tax purposes. 


To foster the adoption of new technology, Ontario will be eliminating 
the corporate income tax add-back rule on the acquisition of 
foreign technology, such as royalty payments for computer 
software. . 


The retail sales tax exemption for R&D equipment used by 
manufacturers will be expanded to include qualifying equipment 
used exclusively for a combination of manufacturing and research 
and development activities. 


To help growing R&D firms, corporations will be able to deduct 
immediately all R&D and qualified intellectual property 
expenditures for capital tax purposes. 


According to a 1997 study by the Conference Board of Canada, when 
compared to OECD countries, Ontario ranked as the second most 
competitive jurisdiction for R&D performed by both large and small 
manufacturing firms. The 1997 Budget measures for R&D and innovation 
will help ensure that Ontario can continue to attract global investments in 
R&D. 
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Ontario's R&D Tax Competitiveness Compared 
to Selected OECD Countries for a Small 
Manufacturing Firm, 1995-96 


B-Index 


Italy Ontario Ontario Nether- Spain Korea Australia U.S. Japan 
with ands 
OBRITC 


Note: The more favourable the tax treatment, the lower the "B-index" (present value of before-tax income required to cover the cost of 
an initial R&D investment and to pay the applicable income taxes to become profitable). 
Sources: The Conference Board of Canada (1997) and Ontario Ministry of Finance. 


Ontario's R&D Tax Competitiveness Compared 
to Selected OECD Countries for a 
Large Manufacturing Firm, 1995-96 
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Note: The more favourable the tax treatment, the lower the "B-index” (present value of before-tax income required to cover the cost of 
an initial R&D investment and to pay the applicable income taxes to become profitable). 
| Sources: The Conference Board of Canada (1997) and Ontario Ministry of Finance. 
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The R&D Challenge Fund 


Overview 


The Government is creating an R&D Challenge Fund to promote 
business-university partnerships and research excellence. The Fund will 
result in a total of $3 billion of R&D at universities in the next 10 years. 


The objectives of the R&D Challenge Fund are: 
@ to support job creation and economic growth 
@ to promote world-class research of interest to the private sector 


@ to encourage more collaboration between the private sector and 
research institutions. 


Building Stronger Linkages Pays Big 
Economic Dividends 


More Scientists 
and Engineers 
That Businesses 


High-Quality Jobs 


Need 
a id = Long-Term 
State-of-the-Art ee Economic 
Facilities and s| Growth 
Suse R&D Challenge Fund mr. a oe 
aie ld. 7 More Researc 
Abiiity to Attract ($3 billion) | ¥ Development 
and Keep "Star" Investment 
Researchers 4 
Improved 
Enriched Competitiveness 
Teaching 


Informed by 
Current Research 
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There is a growing trend in industrialized countries for business and 
universities to work together more closely — and for an increasing portion 
of university research to reflect private-sector needs and priorities that 
promote job creation and economic growth. The R&D Challenge Fund will 
promote this trend in Ontario. 


All participants will benefit. Taxpayers will benefit from more jobs and 
higher incomes. Universities will benefit because they will gain access to 
more government and private-sector funding. Students will benefit from 
an increasingly rich and relevant body of applied research that informs the 
teaching they receive and provides increased opportunity for graduate 
studies. Businesses will benefit because they will gain earlier access to 
research results; they will be better able to identify potential commercial 
applications of research; and they will be able to identify and hire highly 
qualified graduates. 


Flexible Strategic Focus 


The main priority of the R&D Challenge Fund will be to attract and keep 
world-class researchers in Ontario. The Fund will have the flexibility to 
provide support for whatever is needed to achieve this, including: 


@ leading-edge research that benefits today’s growing industries and 
helps create the industries of the future 


@ state-of-the-art equipment and facilities 


@ incentives for gifted researchers to work in Ontario, including 
endowed chairs. 


The Fund will have a people focus rather than a traditional project focus. 
Proposals from universities and other research institutions will be 
expected to make a clear link between the proposal and the attraction and 
retention of these key researchers. 


All disciplines will be eligible for support from the Challenge Fund, but it is 
expected that the Fund will primarily focus on the fields of natural science 
and engineering, mathematics, health sciences, and environmental 
sciences. 


Funding will be awarded on a competitive basis, according to a proposal’s 
contribution to research excellence and economic growth. The evidence 
of its economic benefit will be its ability to attract private-sector support. A 
peer review process will be used to assess the quality of the research that 
would be supported by a proposal. 


Universities, research-oriented health care facilities, and other research 

institutions will be eligible to receive support from the Fund. A Board will 
be established to make funding decisions. The Board will be made up of 
business leaders, leading researchers, and government representatives. 
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The Challenge Fund will support both longer-term discovery research of 
interest to the private sector and shorter-term research with more 
immediate industrial applications. In both cases, the research institution 
or the principal investigator will own the intellectual property rights arising 
from the research. For research that is expected to yield immediate 
industrial applications, the research institution or the principal investigator 
may negotiate with their corporate partners rights of access, in the form of 
a licence or other commercialization agreement, usually in proportion to 
the company’s contribution. Contract R&D, however, will not be eligible 
for support from the Fund. 


Competition for World-Class Researchers Intensifying 


Top scientists and world-class researchers act as magnets for new investment. 
They attract the best graduate students, generate spin-off companies, and attract 
private-sector funding. 


The link between star researchers and economic development has caught the 
attention of many state governments. North Carolina and Georgia are reported to 
be spending tens of millions of dollars each year to lure top scientists to their states. 
Georgia’s Research Alliance has spent over $160 million since the early 1990s to 
recruit 22 top scientists. They expect their investment to pay off in new high-tech 
industries and high-paying jobs. 


Amgen Inc., an American biopharmaceutical firm, is investing $10 million per year 
in Ontario because of the presence of a particular molecular biologist. The 
company initially sought to attract this individual to California but when he declined, 
it decided to bring its investment to him in Toronto. 


However, Ontario has not been successful enough in attracting and keeping these 
high-calibre researchers. In recent years, for example, the University of Toronto 
lost one of its world-class biotechnology researchers to British Columbia, one of the 
world’s most promising astrophysicists to Princeton, New Jersey, and a promising 
computer scientist, also to Princeton. 


182 %* 1997 Ontario Budget 


Ontario’s Investment 


Ontario will contribute $500 million to the Fund over 10 years. Beginning 
in 1997-98, the Province will provide $50 million to the Challenge Fund 
each year. 


At least one-third of the funding for all R&D Challenge Fund projects must 
come from the private sector. To provide companies with an added 
incentive to participate, corporate contributions which qualify as R&D 
expenditures under the Income Tax Act (Canada) will be eligible for the 
new 20 per cent tax credit. This means, among other things, that the R&D 
is related to the corporation’s business and can be exploited by the 
corporation in its business. 


Universities typically set aside monies from within their annual budgets to 
promote competition for internal research resources. To participate in the 
Fund, universities will be expected to use these types of funds in support 

of their participation. This participation is expected to total at least 

$1 billion over the life of the Fund. 


The Challenge Fund will initially match funds from universities and other 
research institutions on a dollar for dollar basis. The funding participation 
expected from universities and other research institutions for each dollar 
contributed by the Province will increase over time. 


Other participants may include federal and international granting councils — 


and the recently announced Canada Foundation for Innovation. The R&D 
Challenge Fund will help to ensure that Ontario’s universities are able to 
compete for funding from the Canada Foundation for Innovation on a 
timely basis. 


This new program will result in a total of $3 billion of R&D in our 
universities and other research institutions over the next 10 years. 
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- R&D Challenge Fund 


$3 Billion over 10 Years 


Other Participants 
Private-Sector 


including the Canada Foundation 
For Innovation and Federal Granting Councils Investment 


Ontario 
Government 


Universities and Other Research 
Institutions 
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R&D Challenge Fund: Design Highlights 


Funding 


Ontario will contribute $500 million over 
10 years: 
$50 million annually beginning in 
1997-98 
at least one-third of funding for all 
projects must come from private- 
sector businesses 
qualifying corporate R&D 
contributions will be eligible for the 
Ontario Business-Research 
Institute Tax Credit. 


Eligible Applicants 


Universities, research-oriented health 
care facilities and other research 
institutions. 


These institutions will be expected to 
use internal resources to participate. 


Strategic Focus 


All disciplines will be eligible for support 
from the Challenge Fund, but it will 
primarily target the following areas of 
research: 

¢ natural sciences and engineering 
¢ mathematics 

¢ health sciences 

® environmental sciences. 


The Challenge Fund will support both 
longer-term discovery research and 
shorter-term research with more 
immediate industrial applications. 
Contract R&D will not be eligible. 


Eligible Expenditures 


The Challenge Fund will have the 
flexibility to provide support needed to 
attract and keep world-class 
researchers, including: 

@ leading-edge research that 
benefits today’s growing industries 
and helps create the industries of 
the future 
state-of-the-art equipment and 
facilities 
incentives for gifted researchers to 
work in Ontario, including 
endowed chairs. 


Other Participants 


The R&D Challenge Fund is expected 

to attract a wide range of participants, 

including: 

# corporations 

@ Canada Foundation for Innovation 

@ federal granting councils and other 
government sources 

@ not-for-profit institutes and 
organizations 

& individuals. 


Administration 


Funding decisions to be made by a 
Board composed of leaders from the 
business community, leading 
researchers, and government 
representatives. 


Board members, including the Chair, to 
be appointed by the Provincial 
Government. A small secretariat will be 
established to support the Board. 
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Conclusion 


Our goal is an ambitious one — to keep Ontario at the forefront of 
innovation and R&D. Over the next 10 years, the actions announced in 
the 1997 Budget will support an estimated $6 billion of investment in R&D 
and innovation in Ontario. 


The Ontario economy is strong and these new policies will make it even 
stronger. They are designed to further develop the critical mass needed 
for knowledge- and technology-based economic growth and job creation. 
The new tax cuts will help ensure that Ontario continues to attract global 
R&D investment. This will contribute to the rejuvenation of the province’s 
business climate and further increase its attractiveness for investors. 


The Province is also introducing powerful new incentives for business- 
university partnerships — the R&D Challenge Fund and the Ontario 
Business-Research Institute Tax Credit. These partnerships are one of 
the building blocks for the knowledge- and technology-based clusters of 
industries and institutions that are already a key engine of job creation in 
the province. 


To stay at the leading edge of innovation, companies and institutions must 
have highly talented and skilled people. The 1997 Budget measures will 
help students to pursue higher education, help to attract the best minds to 
teach them, and increase their employment opportunities. 


At the same time, new ideas and discoveries must be successfully 
commercialized to realize their full economic benefit. For many small, 
innovative companies, access to financing remains a barrier. The 
Government has introduced a variety of measures to encourage banks 
and venture capitalists to invest in knowledge- and technology-based 
companies, including Community Small Business Investment Funds. 


For its part, the Government is making a major new commitment to 
innovation and R&D. We invite the business community, universities and 
other levels of government to work together to meet the innovation 
challenge. The Government will consult on the implementation of the 
R&D Challenge Fund and the tax cuts with those affected, including 
businesses, universities and other research institutions. The consultation 
process will take place quickly so that Ontario companies and universities 
can compete for funding as soon as possible. 
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Ontario Government Support For 
Innovation and R&D 


Growing Innovative 
Companies 


Financing 
Innovation 
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